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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Morgan Stanley & Co. LLC

We have audited the accompanying consolidatednséateof financial condition of Morgan Stanley &
Co. LLC and subsidiaries (the "Company") as of Delmer 31, 2014. This consolidated financial
statement is the responsibility of the Company'sagament. Our responsibility is to express an opini

on this consolidated financial statement basedusraodit.

We conducted our audit in accordance with the statsdof the Public Company Accounting Oversight
Board (United States). Those standards requirewhaplan and perform the audit to obtain reasonable
assurance about whether the consolidated finarsteitement is free of material misstatement. The
Company is not required to have, nor were we erdjageerform, an audit of its internal control over
financial reporting. Our audit included considaevatof internal control over financial reportingadasis

for designing audit procedures that are appropriaténe circumstances, but not for the purpose of
expressing an opinion on the effectiveness of tbe@ny’s internal control over financial reporting.
Accordingly, we express no such opinion. An autébancludes examining, on a test basis, evidence
supporting the amounts and disclosures in the diolased financial statement, assessing the acaoyinti
principles used and significant estimates made éyagement, as well as evaluating the overall filghnc
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, such consolidated statement ofrfai@ condition presents fairly, in all materiabpects,
the financial position of Morgan Stanley & Co. LL&hd subsidiaries as of December 31, 2014, in
conformity with accounting principles generally apted in the United States of America.

/s/ Deloitte & Touche LLP

New York, NY
March 2, 2015



MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2014
(In millions of dollars)

ASSETS
Cash and cash equivale $ 1,378
Cash deposited with clearing organizations or sggesl under federal and other
regulations or requirements 18,523

Financial instruments owned, at fair value (apprately $42,985 were pledged to
various parties; $75 related to consolidatedhbée interest entities, generally not

available to the Company) 75,561
Securities received as collateral, at fair v 23,480
Securities purchased under agreements to resellidies $1,113 at fair valt 63,320
Securities borrowe 131,068
Receivable:

Customers (net of allowance for doubtfudamts of $13) 13,114

Brokers, dealers and clearing organizations 2,718

Interest and dividends 430

Fees and other 12,459

Affiliates 755
Premises, equipment and software (net of accunuutgpreciation and

amortization of $1,619) 1,603
Goodwill 145
Other asse 580
Total asse $ 345,134

LIABILITIES AND MEMBER'S EQUITY
Shor-term borrowings

Affiliates $ 5,662
Other (includes $94 at fair valt 104
Financial irstruments sold, not yet purchased, at fair \ 25,906
Obligation to return securities received as cotldteat fair valu 25,611
Securities sold under agreements to repurchadedex $612 at fair valu 108,015
Securities loane 32,283
Other secured financings (includes $102 at fain@a$63 related to consolidated
variable interest entities and are non-recotorébe Company) 2,434
Payable:
Customer 117,946
Brokers, dealers and clearing organizai 4587
Interest and dividen 366
Other liabilities and accrued expenses (includg%i fair value 8,317
Total liabilities 331,221
Commitments and contingent liabilities (See Not}
Subordinated liabilitie 10,000
Member's equity
Morgan Stanley & Co. LLC member’s eqt 4,33¢
Accumulated other comprehensive (433)
Total member’s equi 3,9(3
Total liabilities and member’s equ $ 345,134

See Notes to Consolidated Statement of Financinti@ion.
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MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of December 31, 2014
(In millions of dollars, except where noted)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley & Co. LLC (“MS&Co.”), together wiikts wholly owned subsidiaries (the “Company”),
provides a wide variety of products and services l@arge and diversified group of clients and contcs,
including corporations, governments, financial ilmgbns and individuals. Its businesses include
securities underwriting and distribution; financedvisory services, including advice on mergers and
acquisitions, restructurings, real estate and ptdjeance; sales, trading, financing and markeking
activities in equity securities and related produ@nd fixed income securities and related products
including foreign exchange and investment actigitithe Company provides brokerage and investment
advisory services covering various investment mdtigres; financial and wealth planning services)usty

and insurance products; credit and other lendindymts; cash management; and retirement plan eervic

MS&Co. and certain of its subsidiaries are regedewith the Securities and Exchange Commission
(“SEC”") as broker-dealers. MS&Co. is also regiseras a futures commission merchant and
provisionally registered as a swap dealer withGbenmodity Futures Trading Commission (“CFTC").

MS&Co. is a wholly owned subsidiary of Morgan Se&anDomestic Holdings, Inc (“MSDHI"). MSDHI
is a wholly owned subsidiary of Morgan Stanley @apManagement, LLC, which is a wholly owned
subsidiary of Morgan Stanley (the “Ultimate Pargnt”

Basis of Financial Information

The Company’s consolidated statement of finanaald@tion is prepared in accordance with accounting
principles generally accepted in the United StatésAmerica (“U.S. GAAP”), which require the
Company to make estimates and assumptions regétangluations of certain financial instrument®, t
valuation of goodwill, compensation, deferred tazeds, the outcome of legal and tax matters, amef ot
matters that affect the consolidated statemenihahtial condition and related disclosures. The Qamy
believes that the estimates utilized in the prejaraf the consolidated statement of financialdiban

are prudent and reasonable. Actual results cotfier agnaterially from these estimates.

At December 31, 2014, the Company’s consolidatdxsidiaries reported $30,100 of assets, $29,900 of
liabilities and $200 of equity on a stand-aloneias

All material intercompany balances and transactiwith its subsidiaries have been eliminated in
consolidation.

The consolidated statement of financial conditinolide the accounts of MS&Co., its wholly owned
subsidiaries and other entities in which MS&Co. hasontrolling financial interest, including certai
variable interest entities (“VIES”) (see Note 6).

For entities where (1) the total equity investmantisk is sufficient to enable the entity to ficanits
activities without additional subordinated finan@apport and (2) the equity holders bear the ecotio
residual risks and returns of the entity and h&esgower to direct the activities of the entitytthaost
significantly affect its economic performance, MS&Cconsolidates those entities it controls either
through a majority voting interest or otherwiser ROEs (i.e., entities that do not meet these dade
MS&Co. consolidates those entities where MS&Co. trees power to make the decisions that most



significantly affect the economic performance o MIE and has the obligation to absorb losses @r th
right to receive benefits that could potentiallydignificant to the VIE.

Equity and partnership interests held by entitieslifying for accounting purposes as investment
companies are carried at fair value.

Note 2 - Summary of Significant Accounting Policies

Financial Instruments and Fair Value

A significant portion of the Company’s financiatnuments is carried at fair value. A descriptidnhe
Company’s policies regarding fair value measurensemt its application to these financial instruments
follows.

Financial Instruments Measured at Fair Value

All of the instruments within Financial instrumentsvned and Financial instruments sold, not yet
purchased, are measured at fair value, either dgirthe fair value option election (discussed belonas
required by other accounting guidance. These fiaamestruments primarily represent the Company’s
trading and investment positions and include batshcand derivative products. Furthermore, Secsritie
received as collateral and Obligation to returrugées received as collateral are measured atvdire

as required by other accounting guidance. Additlpnaertain reverse repurchase agreements, certain
Other short-term borrowings, certain repurchaseegents and certain Other secured financings are
measured at fair value through the fair value aopékection.

The fair value of OTC financial instruments, indlugl derivative contracts related to financial
instruments, is presented in the accompanying dioiased statement of financial condition on a ngt-b
counterparty basis, when appropriate. Additionalhe Company nets the fair value of cash collateral
paid or received against the fair value amountegeized for net derivative positions executed wité&
same counterparty under the same master nettiegmagnt.

Fair Value Option

The fair value option permits the irrevocable fe@lue option election on an instrument-by-instrutnen
basis at initial recognition of an asset or lidpilor upon an event that gives rise to a new basis
accounting for that instrument. The Company appihes fair value option for eligible instruments,
including certain repurchase agreements, certaigrse repurchase agreements and certain otheesgecur
financings.

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would leeired to sell an asset or paid to transfer aliigli.e.,
the “exit price”) in an orderly transaction betweaarket participants at the measurement date.

In determining fair value, the Company uses varimlgation approaches and establishes a hieracchy f
inputs used in measuring fair value that maximinesuse of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that niost observable inputs be used when available.
Observable inputs are inputs that market parti¢gpamould use in pricing the asset or liability thedre
developed based on market data obtained from sourdependent of the Company. Unobservable inputs
are inputs that reflect the Company’s assumptidaasiathe assumptions other market participants dvoul
use in pricing the asset or liability that are deped based on the best information available & th
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circumstances. The hierarchy is broken down intedHevels based on the observability of inputs as
follows:

» Level 1 - Valuations based on quoted prices tivaenarkets for identical assets or liabilitieatth
the Company has the ability to access. Valuatigasamhents and block discounts are not applied
to Level 1 instruments. Since valuations are baseduoted prices that are readily and regularly
available in an active market, valuation of thessdpcts does not entail a significant degree of
judgment.

» Level 2 - Valuations based on one or more qu@igcks in markets that are not active or for
which all significant inputs are observable, eitteectly or indirectly.

» Level 3 - Valuations based on inputs that arehservable and significant to the overall fairueal
measurement.

The availability of observable inputs can vary frproduct to product and is affected by a wide g
factors, including, for example, the type of progwehether the product is new and not yet estadtish

the marketplace, the liquidity of markets and ofttlearacteristics particular to the product. Todktent
that valuation is based on models or inputs thatless observable or unobservable in the market, th
determination of fair value requires more judgméwaicordingly, the degree of judgment exercisedhwy t
Company in determining fair value is greatest fatiuments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and inputs that arerduas of the measurement date, including during
periods of market dislocation. In periods of marttistocation, the observability of prices and irgootay

be reduced for many instruments. This conditiond¢cause an instrument to be reclassified from Leve
1 to Level 2 or Level 2 to Level 3 of the fair valhierarchy (see Note 4). In addition, a downturn i
market conditions could lead to declines in thaiabn of many instruments.

In certain cases, the inputs used to measure &irevmay fall into different levels of the fair ual
hierarchy. In such cases, for disclosure purpdbedevel in the fair value hierarchy within whittte fair
value measurement falls in its entirety is deteadibased on the lowest level input that is sigaifido
the fair value measurement in its entirety.

Valuation Techniques

Many cash instruments and OTC derivative contraate bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is willingaccept for an asset. For financial instrumertsse
inputs are based on bid-ask prices, the Company doerequire that the fair value estimate alwaysib
predetermined point in the bid-ask range. The Cayiggpolicy is to allow for mid-market pricing arnd
adjust to the point within the bid-ask range thaets the Company’s best estimate of fair value. For
offsetting positions in the same financial instrupehe same price within the bid-ask spread isl use
measure both the long and short positions.

Fair value for many cash instruments and OTC d#visacontracts is derived using pricing models.
Pricing models take into account the contract te(msluding maturity) as well as multiple inputs,
including, where applicable, commodity prices, &guirices, interest rate yield curves, credit cafve
correlation, creditworthiness of the counterpactgditworthiness of the Company, option volatiltyd
currency rates. Where appropriate, valuation adfjests are made to account for various factors asch
liquidity risk (bid-ask adjustments), credit quglitnodel uncertainty and concentration risk. Adjusts
for liquidity risk adjust model-derived mid-marketsels of Level 2 and Level 3 financial instrumefus
the bid-mid or mid-ask spread required to propeelect the exit price of a risk position. Bid-mishd
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mid-ask spreads are marked to levels observeddie t@ctivity, broker quotes or other external tipiagity
data. Where these spreads are unobservable fqrattieular position in question, spreads are ddrive
from observable levels of similar positions. Thar@any applies credit-related valuation adjustmémts
its OTC derivatives. For OTC derivatives, the inmpa€ changes in both the Company’s and the
counterparty’s credit rating is considered when sueag fair value. In determining the expected
exposure, the Company simulates the distributiotheffuture exposure to a counterparty, then applie
market-based default probabilities to the futurpasure, leveraging external third-party credit défa
swap (“CDS") spread data. Where CDS spread datausagailable for a specific counterparty, bond
market spreads, CDS spread data based on the gmamyés credit rating or CDS spread data that
reference a comparable counterparty may be utiliZég Company also considers collateral held and
legally enforceable master netting agreementsntiitigate the Company’s exposure to each countsgrpart
Adjustments for model uncertainty are taken forigmss whose underlying models are reliant on
significant inputs that are neither directly nodinectly observable, hence requiring reliance on
established theoretical concepts in their derivatichese adjustments are derived by making assessme
of the possible degree of variability using statedt approaches and market-based information where
possible. The Company generally subjects all vadnatand models to a review process initially ancho
periodic basis thereafter.

Fair value is a market-based measure considerettfie perspective of a market participant rathanth

an entity-specific measure. Therefore, even whernkebaassumptions are not readily available, the
Company’s own assumptions are set to reflect thwsethe Company believes market participants would
use in pricing the asset or liability at the measwgnt date. Where the Company manages a group of
financial assets and financial liabilities on tlasis of its net exposure to either market risksredit risk,

the Company measures the fair value of that grddimancial instruments consistently with how marke
participants would price the net risk exposuréhatrheasurement date.

See Note 4 for a description of valuation technégapplied to the major categories of financial
instruments measured at fair value.

Valuation Process

The Valuation Review Group (“VRG”) within the Compas Financial Control Group (“FCG”) of the
Ultimate Parent and its consolidated subsidiasesesponsible for the Company’s fair value valuatio
policies, processes and procedures. VRG is indegréraf the business units and reports to the Chief
Financial Officer of the Ultimate Parent and itsnsolidated subsidiaries (“CFO”), who has final
authority over the valuation of the Company’s ficiahinstruments. VRG implements valuation control
processes to validate the fair value of the Comisafipancial instruments measured at fair value,
including those derived from pricing models. Thesatrol processes are designed to assure that the
values used for financial reporting are based asentable inputs wherever possible. In the evertt tha
observable inputs are not available, the controlcgsses are designed to ensure that the valuation
approach utilized is appropriate and consistergpliad and that the assumptions are reasonable.

The Company’s control processes apply to finaringttuments categorized in Level 1, Level 2 or leve
3 of the fair value hierarchy, unless otherwiseedof hese control processes include:

Model Review. VRG, in conjunction with the Market Risk Departmdf¥IRD”) and, where
appropriate, the Credit Risk Management Departmgoify of which report to the Chief Risk
Officer of the Ultimate Parent and its consolidatedbsidiaries (“Chief Risk Officer”),
independently review valuation models’ theoreticalundness, the appropriateness of the
valuation methodology and calibration techniquewetigped by the business units using
observable inputs. Where inputs are not observaliRG reviews the appropriateness of the
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proposed valuation methodology to ensure it is ist&rst with how a market participant would
arrive at the unobservable input. The valuation hoetlogies utilized in the absence of
observable inputs may include extrapolation teaesgand the use of comparable observable
inputs. As part of the review, VRG develops a mdthogy to independently verify the fair value
generated by the business unit's valuation modB&fore trades are executed using new
valuation models, those models are required tomtdependently reviewed. All of the Company’s
valuation models are subject to an independentafiRG review.

Independent Price Verification. The business units are responsible for deténgpithe fair
value of financial instruments using approved viéduamodels and valuation methodologies.
Generally on a monthly basis, VRG independentlyideats the fair values of financial
instruments determined using valuation models lgrdening the appropriateness of the inputs
used by the business units and by testing commianith the documented valuation
methodologies approved in the model review prodessribed above.

VRG uses recently executed transactions, otherredisie market data such as exchange data,
broker-dealer quotes, third-party pricing vendand aggregation services for validating the fair
values of financial instruments generated usingiatédn models. VRG assesses the external
sources and their valuation methodologies to deternif the external providers meet the
minimum standards expected of a third-party pri@gongrce. Pricing data provided by approved
external sources are evaluated using a numbermbagphes; for example, by corroborating the
external sources’ prices to executed trades, blyzing the methodology and assumptions used
by the external source to generate a price ang/@vhluating how active the third-party pricing
source (or originating sources used by the thimdyparicing source) is in the market. Based on
this analysis, VRG generates a ranking of the olabde market data to ensure that the highest-
ranked market data source is used to validate tmnéss unit's fair value of financial
instruments.

For financial instruments categorized within Le8edf the fair value hierarchy, VRG reviews the
business unit's valuation techniques to ensureeth@m® consistent with market participant
assumptions.

The results of this independent price verificatiord any adjustments made by VRG to the fair
value generated by the business units are presemtednagement, the CFO and the Chief Risk
Officer on a regular basis.

Review of New Level 3 Transactions/RG reviews the models and valuation methodploged
to price all new material Level 3 transactions, @ulh FCG and MRD management must
approve the fair value of the trade that is inifiaécognized.

For further information on financial assets andbiliies that are measured at fair value on a mogr
basis, see Note 4.

Income Taxes

The Company accounts for income tax expense (lgnefng the asset and liability method, under Wwhic
recognition of deferred tax assets and relatedati@ allowance and liabilities for the expectetufa
tax consequences of events that have been incindbe consolidated statement of financial conditio
Under this method, deferred tax assets and lissildre determined based upon the temporary difese
between the financial statement and income taxsbalsassets and liabilities using currently enatésd
rates in effect for the year in which the differes@re expected to reverse.
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The Company recognizes net deferred tax assebetextent that it believes these assets are nialy li
than not to be realized. In making such a detertionathe Company considers all available positine
negative evidence, including future reversals aoteng taxable temporary differences, projectedirfeit
taxable income, tax-planning strategies, and regiltecent operations. If the Company determihas t
it would be able to realize deferred tax assethérfuture in excess of their net recorded amatmipuld
make an adjustment to the deferred tax asset wauallowance, which would reduce the provision for
income taxes.

Uncertain tax positions are recorded on the bakia owo-step process whereby (1) the Company
determines whether it is more likely than not ttinet tax positions will be sustained on the basithef
technical merits of the position and (2) for thdse positions that meet the more-likely-than-not
recognition threshold, the Company recognizes dngelst amount of tax benefit that is more than 50%
likely to be realized upon ultimate settlement vitib related tax authority.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andyhligjid investments held for investment purposes
with original maturities of three months or less.

Cash Deposited with Clearing Organizations or Seggated Under Federal
and Other Regulations or Requirements

Cash deposited with clearing organizations or gEiesl under federal and other regulations or
requirements include cash segregated in compliavitte federal and other regulations and represent
funds deposited by customers and funds accruirggtomers as a result of trades or contracts, hasve
restricted cash.

Repurchase and Securities Lending Transactions

Securities borrowed or reverse repurchase agreeraedtsecurities loaned or repurchase agreements ar
treated as collateralized financings. Reverse ofase agreements and repurchase agreements &d carr
on the consolidated statement of financial condiibthe amounts of cash paid or received, plusiadc
interest, except for certain repurchase agreenfientghich the Company has elected the fair valugoop
(see Note 4). Where appropriate, transactions thighsame counterparty are reported on a net basis.
Securities borrowed and securities loaned are decbat the amount of cash collateral advanced or
received.

Securitization Activities

The Company engages in securitization activitiested to U.S. agency collateralized mortgage
obligations and other types of financial assete ($ete 6). Such transfers of financial assets anerlly
accounted for as sales when the Company has redhegli control over the transferred assets and does
not consolidate the transferee. The gain or lossabe of such financial assets depends, in parthen
previous carrying amount of the assets involvethéntransfer (generally at fair value) and the sdiine
proceeds and the fair value of the retained intersthe date of sale. Transfers that are notuented for

as sales are treated as secured financings (“fsalkes”).

Receivables and Payables — Customers
Receivables from customers (net of allowance farbtiol accounts) and payables to customers include

amounts due on cash and margin transactions. 8esudwned by customers, including those that
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collateralize margin or similar transactions, act reflected on the consolidated statement of fifan
condition.

Receivables and Payables — Brokers, Dealers and @ilag Organizations

Receivables from brokers, dealers and clearingmzgtions include amounts receivable for failed to
deliver by the Company to a purchaser by the satité date, margin deposits, and commissions.
Payables to brokers, dealers and clearing orgdmigainclude amounts payable for securities fatled
receive by the Company from a seller by the seelgndate and payables to clearing organizations.
Receivables and payables arising from unsettletbsrare reported on a net basis.

Premises, Equipment and Software

Premises, equipment and software costs consis¢aséhold improvements, furniture, fixtures, comaput
and communications equipment, and software (exigrparchased and developed for internal use).
Premises and equipment are stated at cost lesmalatad depreciation and amortization. Depreciation
and amortization are provided by the straight-lmethod over the estimated useful life of the asset.
Estimated useful lives are generally as followgniture and fixtures — 7 years and computer and
communications equipment — 3 to 9 years.

As a result of an analysis completed by the Compaefigctive April 1, 2014, the Company revised the
estimated useful lives for software costs from gealhe3 to 5 years to generally 3 to 10 years.

Leasehold improvements are amortized over thededshe estimated useful life of the asset or, ighe
applicable, the remaining term of the lease, butegaly not exceeding 25 years for building struzku
improvements and 15 years for other improvements.

Premises, equipment and software are tested faiimpnt whenever events or changes in circumstances
suggest that an asset’s carrying value may notlberecoverable in accordance with current acciognt
guidance.

Customer Transactions
Customers’ securities transactions are recordetl sgitlement date basis.
Translation of Foreign Currencies

Assets and liabilities of operations having non-W@&lar functional currencies are translated aryend
rates of exchange.

Goodwill

The Company tests goodwill for impairment on anumhrbasis and on an interim basis when certain
events or circumstances exist. The Company testisifzairment at the reporting unit level. For bitle
annual and interim tests, the Company has the roptofirst assess qualitative factors to determine
whether the existence of events or circumstanadsiéo a determination that it is more likely thraot
that the fair value is less than its carrying amouh after assessing the totality of events or
circumstances, the Company determines it is misdylthan not that the fair value of the reportingt
is greater than its carrying amount, then perfognihe two-step impairment test is not required.
However, if the Company concludes otherwise, théhnequired to perform the first step of the tstep



impairment test. MS&Co has elected to test goodimilpairment by using the option to first assess
qualitative factors.

Goodwill impairment is determined by comparing dstimated fair value of the reporting unit with its
respective carrying value. If the estimated faiugaexceeds the carrying value, goodwill is notnleé

to be impaired. If the estimated fair value is betmarrying value, however, further analysis is fiegplito
determine the amount of the impairment. Additionaill the carrying value is zero or a negative ealu
and it is determined that it is more likely thart tlee goodwill is impaired, further analysis is uegd.

The estimated fair value of the reporting unit exided based on valuation techniques the Company
believes market participants would use for the ripg unit.

The estimated fair value is generally determinedidizing methodologies that incorporate pricebimak
and price-to-earnings multiples of certain compkrabmpanies.

Goodwill is not amortized and is reviewed annualty more frequently when certain events or
circumstances exist) for impairment.

Accounting Developments

Obligations Resulting from Joint and Several LiapiArrangements for Which the Total Amount of the
Obligation Is Fixed at the Reporting Date. February 2013, the Financial Accounting Staddd@oard
(the “FASB”) issued an accounting update that nepuan entity to measure obligations resulting from
joint and several liability arrangements for whitdte total amount of the obligation is fixed at the
reporting date, as the sum of the amount the riegpoentity agreed to pay and any additional amadiet
reporting entity expects to pay on behalf of itsobdigors. This update also requires additional
disclosures about those obligations. This guiddmeeame effective for the Company retrospectively
beginning on January 1, 2014. The adoption of dksounting guidance did not have a material impact
on the Company’s consolidated statement of findicciadition.

Reporting Discontinued Operations and Disclosuré®isposals of Components of an Entity.April
2014, the FASB issued an accounting update thatgesathe requirements and disclosure for reporting
discontinued operations. The new guidance defirdisantinued operation as a disposal of a comgonen
or group of components that is disposed of orasgified as held for sale and represents a stcasgt
that has (or will have) a major effect on an efgitpperations and financial results. Individually
significant components that have been disposed afeoheld for sale that do not meet the definitba
discontinued operation require new disclosures. Cbmpany adopted this guidance on April 1, 2014, as
early adoption is permitted. The adoption of thisdgnce did not have a material impact on the
Company’s consolidated statement of financial cioorali

Note 3 — Related Party Transactions

The Company has transactions with the Ultimate riRaaad its affiliates, including the performance of
administrative services and the execution of s@esriransactions, and obtains short-term fundisg a
described in Note 8. Subordinated liabilities aem$acted with the Ultimate Parent as describd\biie

9.

Receivables from and payables to affiliates (which recorded in Short-term borrowings - Affiliates)

consist of intercompany transactions that occtinénnormal course of business. Payables to aéffliate
unsecured, bear interest at prevailing market iatesare payable on demand.
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The Company classifies certain receivables andhpegaelated to brokerage, financing, clearance and
custodial services from certain affiliates as nastomer as there is an agreement between the two
parties by which the affiliate is subordinated agtiany claims to creditors. These receivables and
payables are recorded in Receivables- Fees and arldeOther liabilities and accrued expenses on the
consolidated statement of financial condition.

The Company clears securities and futures tramsectior affiliates with standard settlement terms.
Pending settlement balances are recorded withireiRsgles from or Payables to customers, and
Receivables from or Payables to brokers, dealet<kmaring organizations.

On August 1, 2014, the Company entered into a eveharing agreement with Morgan Stanley Smith

Barney LLC (“MSSB”), an affiliate of the Companyprf certain types of municipal securities
transactions.

Assets and receivables from affiliated companid3estember 31, 2014 are comprised of:

Cash and cash equivalents $ 333
Financial instruments owned - Derivative consact 498
Reverse repurchase agreements 14,929
Securities borrowed 21,700
Receivables - Customers 309
Receivables - Brokers, dealers and clearing dzgdons 1,400
Receivables - Fees and other 12,144
Receivables - Affiliates 755
Other assets 37

Liabilities and payables to affiliated companie®atember 31, 2014 are comprised of:

Short-term borrowings - Affiliates $ 5,662
Short-term borrowings - Other 94
Financial instruments sold - Derivative contracts 922
Repurchase agreements 57,421
Securities loaned 20,836
Payables - Customers 19,869
Payables - Brokers, dealers and clearing orgtoiza 1,062
Payables - Interest and dividends 29
Other liabilities and accrued expenses 1,764
Subordinated liabilities 10,000
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Note 4 — Fair Value Disclosures

Fair Value Measurements

A description of the valuation techniques appliedthe Company’s major categories of assets and
liabilities measured at fair value on a recurrigib follows.

Financial | nstruments Owned and Financial | nstruments Sold, Not Yet Purchased
U.S. Government and Agency Securities
U.S. Treasury Securities

U.S. Treasury securities are valued using quotedkehgrices. Valuation adjustments are not applied.
Accordingly, U.S. Treasury securities are generediiegorized in Level 1 of the fair value hierarchy

U.S. Agency Securities

U.S. agency securities are composed of three naeygaories consisting of agency-issued debt, agency
mortgage pass-through pool securities and colla&edh mortgage obligations. Non-callable agency-
issued debt securities are generally valued usimgtegl market prices. Callable agency-issued debt
securities are valued by benchmarking model-derpécks to quoted market prices and trade data for
identical or comparable securities. The fair vabiegency mortgage pass-through pool securities is
model-driven based on spreads of the comparablbefannounced security. Collateralized mortgage
obligations are valued using quoted market prices ade data adjusted by subsequent changes in
related indices for identical or comparable semsitActively traded non-callable agency-issuedtdeb
securities are generally categorized in Level 1hef fair value hierarchy. Callable agency-issuebit de
securities, agency mortgage pass-through pool isesuand collateralized mortgage obligations are
generally categorized in Level 2 of the fair vahierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valusohg quoted prices in active markets when
available. These bonds are generally categorizdgwuel 1 of the fair value hierarchy. If the market
less active or prices are dispersed, these bordsadegorized in Level 2 of the fair value hiergrdim
instances where the inputs are unobservable, theisds are categorized in Level 3 of the fair value
hierarchy.

Corporate and Other Debt
State and Municipal Securities
The fair value of state and municipal securitiedagermined using recently executed transactioasken

price quotations and pricing models that factomihere applicable, interest rates, bond or creefifualt
swap spreads and volatility. These bonds are gineediegorized in Level 2 of the fair value hiarlay.
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Residential Mortgage-Backed Securities (“RMBS”),n@oercial Mortgage-Backed Securities
(“CMBS”) and other Asset-Backed Securities (“ABS”)

RMBS, CMBS and other ABS may be valued based ocepor spread data obtained from observed
transactions or independent external parties sacreadors or brokers. When position-specific extern
price data are not observable, the fair value detetion may require benchmarking to similar
instruments, and/or analyzing expected credit ksskefault and recovery rates and/or applying
discounted cash flow techniques. In evaluatingftievalue of each security, the Company considers
security collateral-specific attributes includingyment priority, credit enhancement levels, type of
collateral, delinquency rates and loss severityaddition, for RMBS borrowers, Fair Isaac Corpanati
(“FICQO") scores and the level of documentation floe loan are considered. Market standard models,
such as Intex, Trepp or others, may be deployemddel the specific collateral composition and cash
flow structure of each transaction. Key inputshtiese models are market spreads, forecasted assid,
and default and prepayment rates for each assgargt Valuation levels of RMBS and CMBS indices
are used as an additional data point for benchmguirposes or to price outright index positions.

RMBS, CMBS and other ABS are generally categorireldevel 2 of the fair value hierarchy. If external
prices or significant spread inputs are unobseevadr if the comparability assessment involves
significant subjectivity related to property typéfelences, cash flows, performance and other mput
then RMBS, CMBS and other ABS are categorized wel8 of the fair value hierarchy.

Corporate Bonds

The fair value of corporate bonds is determinedchgigiecently executed transactions, market price
guotations (where observable), bond spreads, cdeftiult swap spreads, at the money volatility and/
volatility skew obtained from independent exterpafties such as vendors and brokers adjusted for an
basis difference between cash and derivative im&nis. The spread data used are for the same tyaturi
as the bond. If the spread data do not refereressier, then data that reference a comparalieriase
used. When position-specific external price datrast observable, fair value is determined based on
either benchmarking to similar instruments or césWw models with yield curves, bond or single-name
credit default swap spreads and recovery ratesigadficant inputs. Corporate bonds are generally
categorized in Level 2 of the fair value hierarchiyjnstances where prices, spreads or any of tier o
aforementioned key inputs are unobservable, thegategorized in Level 3 of the fair value hiergrch

Collateralized Debt and Loan Obligations

The Company holds collateralized debt obligatio@DOs”)/collateralized loan obligations (“CLOs) tha
typically reference a tranche of an underlying betit portfolio of single hame credit default swaps
collateralized by corporate bonds (“credit-linkedtes”) or cash portfolio of asset-backed securities
(“asset-backed CDOs"). Credit correlation, a priynamput used to determine the fair value of credit-
linked notes, is usually unobservable and deriveidgua benchmarking technique. The other credit-
linked note model inputs such as credit spreadsuding collateral spreads, and interest rates are
typically observable. Asset-backed CDOs/CLOs areedh based on an evaluation of the market and
model input parameters sourced from similar passtias indicated by primary and secondary market
activity. Each asset-backed CDO/CLO position isleated independently taking into consideration
available comparable market levels, underlyingatehal performance and pricing, deal structured, an
liquidity. Cash CDOs/CLOs are categorized in LeXelf the fair value hierarchy when either the dredi
correlation input is insignificant or comparablerke transactions are observable. In instancesenther
credit correlation input is deemed to be significancomparable market transactions are unobsexyabl
cash CDOs/CLOs are categorized in Level 3 of tivevédue hierarchy.
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Mortgage Loans

Mortgage loans are valued using observable priesedon transactional data or third-party priciog f
identical or comparable instruments, when availalhere position-specific external prices are not
observable, the Company estimates fair value basdmenchmarking to prices and rates observed in the
primary market for similar loan or borrower typesbased on the present value of expected futurle cas
flows using its best estimates of the key assumptimcluding forecasted credit losses, prepaymaas,
forward yield curves and discount rates commenswnath the risks involved or a methodology that
utilizes the capital structure and credit spreddgoent comparable securitization transactionsrtiyémge
loans valued based on observable market data éatichl or comparable instruments are categoriaed i
Level 2 of the fair value hierarchy. Where obsel@glrices are not available, due to the subjegtivit
involved in the comparability assessment relatechéotgage loan vintage, geographical concentration,
prepayment speed and projected loss assumptionggage loans are categorized in Level 3 of the fair
value hierarchy. Mortgage loans are presented mvitlkians and lending commitments in the fair value
hierarchy table.

Corporate Equities
Exchange-Traded Equity Securities

Exchange-traded equity securities are generallyeghbased on quoted prices from the exchange.€o th
extent these securities are actively traded, viainatdjustments are not applied, and they are osgl

in Level 1 of the fair value hierarchy; otherwisleey are categorized in Level 2 or Level 3 of the f
value hierarchy.

Unlisted Equity Securities

Unlisted equity securities are valued based onszessment of each underlying security, considering
rounds of financing and third-party transactionsscdunted cash flow analyses and market-based
information, including comparable company trangatdj trading multiples and changes in market
outlook, among other factors. These securitiesgareerally categorized in Level 3 of the fair value

hierarchy.

Fund Units

Listed fund units are generally marked to the ergeatraded price or net asset value ("NAV”) and are
categorized in Level 1 of the fair value hieraréhgctively traded on an exchange or in Level Ztaf
fair value hierarchy if trading is not active. Witkd fund units are generally marked to NAV and
categorized as Level 2; however, positions thahataedeemable at the measurement date or inetlre n
future are categorized in Level 3 of the fair vahierarchy.

Derivative Contracts
Listed Derivative Contracts
Listed derivatives that are actively traded araigdlbased on quoted prices from the exchange &nd ar
categorized in Level 1 of the fair value hierarchigted derivatives that are not actively tradesl\alued

using the same approaches as those applied to @fatives; they are generally categorized in Level
of the fair value hierarchy.
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OTC DerivativeContracts

OTC derivative contracts include forward, swap apdion contracts related to interest rates, foreign
currencies, credit standing of reference entitegquity prices.

Depending on the product and the terms of the aiws, the fair value of OTC derivative producés c
be either observed or modeled using a series dinigees and model inputs from comparable
benchmarks, including closed-form analytic formulsisch as the Black-Scholes option-pricing model,
and simulation models or a combination thereof. Waricing models do not entail material subjectivit
because the methodologies employed do not nedessitmificant judgment, and the pricing inputs are
observed from actively quoted markets, as is thee dar generic interest rate swaps, certain option
contracts and certain credit default swaps. Inctise of more established derivative products, tiwéng
models used by the Company are widely acceptedhbyfinancial services industry. A substantial
majority of OTC derivative products valued by then@pany using pricing models fall into this category
and are categorized in Level 2 of the fair valuerdnichy; otherwise, they are categorized in Leva tBe
fair value hierarchy.

For further information on the valuation techniqi@sOTC derivative products, see Note 2.

For further information on derivative instrumerdee Note 10.

| nvestments

The Company’s investments include direct investsiéntequity securities as well as investments in
hedge funds. Initially, the transaction price isgmlly considered by the Company as the exit paited
is the Company’s best estimate of fair value.

After initial recognition, in determining the famlue of non-exchange-traded externally managedsfun
the Company generally considers the NAV of the fymndvided by the fund manager to be the best
estimate of fair value. For non-exchange-tradedesiments held directly, fair value after initial
recognition is based on an assessment of eachlyinddnvestment, considering rounds of financimgla
third-party transactions, discounted cash flow ysed and market-based information, including
comparable company transactions, trading multipies changes in market outlook, among other factors.
Exchange-traded direct equity investments are gdéipevalued based on quoted prices from the
exchange.

Exchange-traded direct equity investments thataateely traded are categorized in Level 1 of thie f
value hierarchy. Non-exchange-traded direct egunitgstments and investments in private equity funds
are generally categorized in Level 3 of the faitueahierarchy. Investments in hedge funds that are
redeemable at the measurement date or in the nkaefare categorized in Level 2 of the fair value
hierarchy; otherwise, they are categorized in L&vel the fair value hierarchy.

Other Short-term Borrowings and Other liabilities
Other short-term borrowings and Other liabilitieglude hybrid financial instruments with embedded
derivatives. See the Derivative Contracts sectibava for a description of the valuation technique
applied to the Company’s Other short-term borrowiagd Other liabilities.

Reverse Repurchase Agreements and Repurchase Agreements

The fair value of a reverse repurchase agreemergporrchase agreement is computed using a standard
cash flow discounting methodology. The inputs te taluation include contractual cash flows and
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collateral funding spreads, which are estimatedgusarious benchmarks, interest rate yield curves a
option volatilities. In instances where the unolsable inputs are deemed significant, reverse réase
agreements and repurchase agreements are catdgarizevel 3 of the fair value hierarchy; otherwise
they are categorized in Level 2 of the fair valigrdrchy.

The following fair value hierarchy table presemtformation about the Company’s assets and liadsliti

measured at fair value on a recurring basis at mMbee 31, 2014. See Note 2 for a discussion of the
Company'’s policies regarding the fair value hiengrc
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Assets and Liabilities Measured at Fair Value on ®ecurring Basis at December 31, 2014

Quoted
Prices
in Active Counter-
Markets for Significant Significant party and
Identical Observable Unobservable Cash Balance at
Assets Inputs Inputs Collateral December 31,
(Level 1) (Level 2) (Level 3) Netting 2014
Assets:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 13,8% - $ - $ -3 13,875
U.S. agency securities 850 18,036 - - 18,886
Total U.S. government and agency
securities 14,725 18,036 - - 32,761
Other sovereign government obligations 1,255 554 3 - 1,812
Corporate and other debt:
State and municipal securities - 1,970 - - 1,970
Residential mortgage-backed securities - 1,101 10 - 1,111
Commercial mortgage-backed securities - 1,347 83 - 1,430
Asset-backed securities - 377 59 - 436
Corporate bonds - 7,709 59 - 7,768
Collateralized debt and loan obligations - 564 1,039 - 1,603
Loans - - 75 - 75
Other debt - 213 132 - 345
Total corporate and other debt - 13,281 1,457 - 14,738
Corporate equitié8 24,570 728 52 - 25,350
Derivative contracts:
Interest rate contracts 288 1,333 - - 1,621
Credit contracts - 402 - - 402
Foreign exchange contracts 19 13,499 - - 13,518
Equity contracts 237 8,118 407 - 8,762
Nettind® (391) (20,777) (274) (2,035 (23,477)
Total derivative contracts 153 2,575 133 (2,035 826
Investments - 31 43 - 74
Total financial instruments owned $ 40,708 35,205 $ 1,688 $ (2,035 $ 75,561
Securities received as collateral, at fair value 23,468 12 - - 23,480
Securities purchased under agreements
to resell - 1,113 - - 1,113

™ The Company holds or sells short for trading puesaquity securities issued by entities in diverdastries and of varying size.

@ For positions with the same counterparty that coa®s the levels of the fair value hierarchy, botlunterparty netting and cash collateral
netting are included in the column titled “Countetty and Cash Collateral Netting.” For contractthwie same counterparty, counterparty
netting among positions classified within the sdewvel is included within that level. For furthefanmation on derivative instruments, see
Note 10.
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Quoted Prices Counter-

in Active Significant Significant party and
Markets for Observable Unobservable Cash Balance at
Identical Assets Inputs Inputs Collateral December 31,
(Level 1) (Level 2) (Level 3) Netting 2014
Liabilities:
Short-term borrowings - Other $ $ 94 $ - $ - $ 94
Financial instruments sold, not yet purchased:
U.S. government and agency securities:
U.S. Treasury securities 12,208 - - - 12,208
U.S. agency securities 1,274 83 - - 1,357
Total U.S. government and agency
securities 13,482 83 - - 13,565
Other sovereign government obligations 241 394 - - 635
Corporate and other debt:
Corporate bonds - 3,763 - - 3,763
Other debt - 9 5 - 14
Total corporate and other debt - 3,772 5 - 3,777
Corporate equitiés 3,782 12 - - 3,794
Derivative contracts:
Interest rate contracts 341 1,011 - - 1,352
Credit contracts - 320 - - 320
Foreign exchange contracts 8 13,467 - - 13,475
Equity contracts 219 10,602 811 - 11,632
Netting® (391) (20,777) (274) (1,202) (22,644)
Total derivative contracts 177 4,623 537 (1,202) 4,135
Total financial instruments sold, not yet
purchased $ 17,682 $ 8,884 % 542 $ (1,202)% 25,906
Obligation to return securities received as
collateral, at fair value 25,597 14 - - 25,611
Securities sold under agreements to
repurchase - 459 153 - 612
Other secured financings - 63 39 - 102
Other liabilities - 172 - - 172

@ The Company holds or sells short for trading puesaquity securities issued by entities in divardastries and of varying size.

@ For positions with the same counterparty that coa®s the levels of the fair value hierarchy, bothinterparty netting and cash collateral
netting are included in the column titled “Countaty and Cash Collateral Netting.” For contractthwiie same counterparty, counterparty
netting among positions classified within the sdewel is included within that level. For furthefdénmation on derivative instruments, see
Note 10.

Transfers Between Fair Value Hierarchy Levels

For assets and liabilities that were transferrevéen during 2014, fair values are ascribed abef t
assets or liabilities had been transferred asrmfay 1,2014

Financial instruments owned—Corporate equities &mtiancial instruments sold not yet purchased—
Corporate equitiesDuring 2014, the Company reclassified approximatgly1l of certain Corporate
equity assets and approximately $17 of Corporabéetiabilities from Level 1 to Level 2 as transans

in these securities did not occur with sufficiengifuency and volume to constitute an active market.

The Company also reclassified approximately $4Cafporate equity assets from Level 2 to Level 1 as

transactions in these securities occurred withigefft frequency and volume to constitute an active
market.
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Financial instruments owned—Derivative contractsl &inancial instruments sold, not yet purchased—
Derivative contractsDuring 2014, the Company reclassified approxinya#dl14 of derivative assets and
approximately $113 of derivative liabilities fronelel 1 to Level 2 as transactions in these corstraict
not occur with sufficient frequency and volume tmstitute an active market.

The Company also reclassified approximately $llldefivative assets and approximately $95 of
derivative liabilities from Level 2 to Level 1 asese listed derivatives became actively tradedveara
valued based on quoted prices from exchanges.

Financial instruments owned-Corporate and other tdeburing 2014, the Company reclassified
approximately $43 of certain Corporate and othét,derimarily CDOs and corporate bonds, from Level
3 to Level 2. The Company reclassified these CD@karporate bonds as external prices and/or spread
inputs for these instruments became observable @nthin unobservable inputs were deemed
insignificant to the overall measurement.
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Quantitative Information about and Sensitivity of Sgnificant Unobservable Inputs Used in
Recurring Level 3 Fair Value Measurements at Decendy 31, 2014

The disclosures below provide information on theuagon techniques, significant unobservable inputs
and their ranges and averages for each major ggtefjassets and liabilities measured at fair valnea
recurring basis with a significant Level 3 balanthe level of aggregation and breadth of produatse
the range of inputs to be wide and not evenly ithsted across the inventory. Further, the range of
unobservable inputs may differ across firms infthancial services industry because of diversityhia
types of products included in each firm’s inventofhe following disclosures also include qualitativ
information on the sensitivity of the fair value aserements to changes in the significant unobskrvab
inputs.

Significant Unobservable Input(s)

Balance at | Sensitivity of the
December 31 Valuation Fair Value to Changes in the
2014 Technigue(s) Unobservable Inputs Rangée? Average$?

Assets
Financial instruments owned:
Corporate and other debt:
Commercial mortgage- $83
backed securities

Comparable pricing Comparable bond price/ (A) 0 to 12 points 1 point

Asset-backed securities 59 Comparable pricing Comparable bond price/ (A) 1to 34 points 21 points
- . 3to 131 .
)
Corporate bonds 59 Comparable pricin§’ Comparable bond price/ (A) points 64 points
Option model At the market volatility/ (C) 18 to 33% 28%
Collateralized debt and 1039 Comparable pricing® Comparable bond price/ (A) Z%é?ntlSOS 66 points
loan obligations Correlation model Credit correlation/ (B) 47 to 65% 61%
Loans 75 Comparable pricing Comparable loan price/ (A) Sié?nilsoél 99 points
Option modéf At the market volatility/ (A) 17% 17%
Other debt 132
Comparable pricing Comparable loan price/ (A) Opgi)n%so 1 point
Comparable pricing Comparable equity price/ (A) 100% 100%
Corporate equities 52 Comparable pricifd Comparable price/ (A) 83 to 96% 85%
Market approach EBITDA/ (A) 6 to 8 times 7 times
Net derivative contracts:
. Option model At the money volatility/ (A)(D) 16 to 46% 33%
Equity contracts (404) —
Volatility skew/ (A)(D) -2t0 -1% -1%
Investment® 29 Market approach EBITDA multiple/ (A) 5 times 5 times
Liabilities
Securities sold under 153 Discounted cash flow Funding spread/ (A) 75to 91 basis 86 pasus
agreements to repurchase points points
Other secured financing 39 Comparable pricing Comparable bond price/ (A) Q%é?ntls()l 100 points

EBITDA- Earnings before interest, taxes, depresiratind amortization

™  The ranges of significant unobservable inputs epeasented in points, percentages, basis poirtmes. Points are a percentage of par;
for example, 12 points would be 12% of par. A basimt equals 1/100of 1%; for example, 75 basis points would equab®.

@ Amounts represent weighted averages. Weighted ge®rare calculated by weighting each input by #ie Value of the respective
financial instruments except for derivative instents, corporate bonds, collateralized debt and dddigations and other debt where some
or all inputs are weighted by risk.

@ This is the predominant valuation technique fos thiajor asset or liability class.

@ Investments in funds measured using an unadjusédddde excluded.

Sensmvny of the fair value to changes in the urtmservable inputs:

Significant increase (decrease) in the unobseniaplé in isolation would result in a significantiygher (lower) fair value measurement.

(B) Significant changes in credit correlation may resula significantly higher or lower fair value nsemement. Increasing (decreasing)
correlation drives a redistribution of risk withine capital structure such that junior trancheoteless (more) risky and senior tranches
become more (less) risky.

©  gignificant increase (decrease) in the unobseniaplé in isolation would result in a significantywer (higher) fair value measurement.

® " There are no predictable relationships betweessiteficant unobservable inputs.
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The following provides a description of significambobservable inputs included in the December 31,
2014 tables above for all major categories of asmed liabilities:

Comparable bond priee— a pricing input used when prices for the identinatrument are not available.
Significant subjectivity may be involved when faialue is determined using pricing data available fo
comparable instruments. Valuation using comparatgguments can be done by calculating an implied
yield (or spread over a liquid benchmark) from finiee of a comparable bond, then adjusting thdtyie
(or spread) to derive a value for the bond. Thestdjent to yield (or spread) should account foavaht
differences in the bonds such as maturity or crgddlity. Alternatively, a price-to-price basis che
assumed between the comparable instrument andldming valued in order to establish the value of the
bond. Additionally, as the probability of defauficreases for a given bond (i.e., as the bond beszome
more distressed), the valuation of that bond witreasingly reflect its expected recovery levelasag
default. The decision to use price-to-price or dfighread comparisons largely reflects trading ntarke
convention for the financial instruments in questiBrice-to-price comparisons are primarily emptbye
for CMBS, ABS, CDOs, CLOs and distressed corpobeteds. Implied yield (or spread over a liquid
benchmark) is utilized predominately for non-dissed corporate bonds.

Comparable equity priee-a price derived from equity raises, share buybackkexternal bid levels, etc.
A discount or premium may be included in the failue estimate.

Volatility—the measure of the variability in possible retufos an instrument given how much that
instrument changes in value over time. Volatilgyai pricing input for options and, generally, thevér
the volatility, the less risky the option. The Iewé volatility used in the valuation of a partiemloption
depends on a number of factors, including the patfithe risk underlying that optioe.§, the volatility

of a specific underlying equity security may bendigantly different from one another), the tenadahe
strike price of the option.

Correlation—a pricing input where the payoff is driven by mtitan one underlying risk. Correlation is a
measure of the relationship between the movemédnigoovariables (i.e., how the change in one vdeiab
influences a change in the other variable). Credlitelation, for example, is the factor that ddsesithe
relationship between the probability of individuahtities to default on obligations and the joint
probability of multiple entities to default on odpitions.

EBITDA multiple— the ratio of the Enterprise Value to EBITDA, wlethe Enterprise Value is the
aggregate value of equity and debt minus cash asd equivalents. The EBITDA multiple reflects the
value of the company in terms of its full-year EBIA. The EBITDA multiple allows comparison

between companies from an operational perspectvéha effect of capital structure, taxation and
depreciation/amortization is excluded.

Volatility skew—the measure of the difference in implied volatilioy options with identical underliers
and expiry dates but with different strikes. Theplied volatility for an option with a strike pridbat is
above or below the current price of an underlyingea will typically deviate from the implied volity
for an option with a strike price equal to the eatrprice of that same underlying asset.

Funding spread-the difference between the general collateral (atéch refers to the rate applicable to

a broad class of U.S. Treasury issuances) and fkeifie collateral rate (which refers to the rate
applicable to a specific type of security pledgedcallateral, such as a municipal bond). Repurchase
agreements are discounted based on collateral £ufe curves are constructed as spreads over the
corresponding overnight index swap (“OIS”)/ LIBORrees, with the short end of the curve representing
spreads over the corresponding OIS curves andatihg énd of the curve representing spreads over
LIBOR.
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Fair Value of Investments That Calculate NAV

The following table presents information solely abdhe Company’s investments in hedge funds
measured at fair value based on NAV at Decembef@14. There were no unfunded commitments at
December 31, 2014.

Fair Value
Hedge fund$?
Long-short equity hedge funds $ 7
Multi-strategy hedge funds 38
Total $ 45

™  Long-short equity hedge funds are redeemable at tema three-month basis, with a notice perio8mHays or less. At December 31,

2014, approximately 78% of the fair value amountoifti-strategy hedge funds was redeemable at tpasterly and approximately 22%
of these funds have a redemption frequency of greain six months. The notice period for multattgy hedge funds was primarily
within 90 days.

Hedge Funds

Investments in hedge funds may be subject to Irpéaiod lock-up restrictions or gates. A hedgedfun
lock-up provision is a provision that provides thadtiring a certain initial period, an investor maot
make a withdrawal from the fund. The purpose ofateds to restrict the level of redemptions that an
investor in a particular hedge fund can demandnyredemption date.

Long-Short Equity Hedge Funds

Amount includes investments in hedge funds thaeshvlong or short, in equities. Equity value and
growth hedge funds purchase stocks perceived taruervalued and sell stocks perceived to be
overvalued. At December 31, 2014, none of the iinvests in this category are subject to initial peri
lock-up restrictions.

Multi-strategy Hedge Funds

Amount includes investments in hedge funds thasyeimultiple strategies to realize short- and long-
term gains. Management of the hedge funds has hiity &0 overweight or underweight different
strategies to best capitalize on current investnogmortunities. At December 31, 2014, none of the
investments in this category are subject to inpiliod lock-up restrictions or exit restrictions.

Financial Instruments Not Measured at Fair Value

The table below presents the carrying value, failue and fair value hierarchy category of certain
financial instruments that are not measured at\failue in the Company’s consolidated statement of
financial condition. The table below excludes dertéinancial instruments such as equity method
investments and all non-financial assets and Itadsl

The carrying value of cash and cash equivalentyding other short-term financial instruments sash
reverse repurchase agreements, Securities borraepdichase agreements, Securities loaned, certain
receivables and payables arising in the ordinatysmof business, Short-term borrowings, certatmeOt
secured financings, Other assets and Other Li@siliand accrued expenses approximate fair value
because of the relatively short period of time testwtheir origination and expected maturity.

For longer-dated reverse repurchase agreementstitBecborrowed, repurchase agreements, Securities
loaned and Other secured financings, fair valudei®rmined using a standard cash flow discounting
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methodology. The inputs to the valuation includetcactual cash flows and collateral funding spreads
which are estimated using various benchmarks aedeist rate yield curves.

The fair value of Subordinated liabilities is geair determined based on transactional data od tiarty
pricing for identical or comparable instruments,ewhavailable. Where position-specific external gsic
are not observable, fair value is determined basedurrent interest rates and credit spreads fbt de
instruments with similar terms and maturity.

Financial Instruments Not Measured At Fair Value atDecember 31, 2014

At December 31, 2014 Fair Value Measurements Using:
Quoted Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Carrying Value Value (Level 1) (Level 2) (Level 3)

Financial Assets:
Cash and cash equivalents $ 1,378 1,378 $ 1,378 $ - $ -
Cash deposited with clearing organizations or

segregated under federal and other

regulations or requirements 18,523 18,523 18,523 - -
Securities purchased under agreements

to resell 62,207 62,185 - 62,140 45
Securities borrowed 131,068 131,068 - 131,068 -
Receivables®

Customers 13,114 13,114 - 13,114 -

Brokers, dealers and clearing organizations 2,718 2,718 - 2,718 -

Fees and other 12,459 12,459 - 12,459 -

Affiliates 755 755 - 755 -
Other assef3 203 203 - 203 -

Financial Liabilities:
Short-term borrowings:

Affiliates $ 5662 $ 5,662 $ - $ 5662 $ -

Other 10 10 - 10 -
Securities sold under agreements to repurchase 7,408 107,445 - 103,867 3,578
Securities loaned 32,283 32,285 - 31,781 504
Other secured financings 2,332 2,337 - 1,762 575
Payables?

Customers 117,946 117,946 - 117,946 -

Brokers, dealers and clearing organizations 5874 4,587 - 4,587 -
Other liabilities and accrued experiSes 3,500 3,500 - 3,500 -
Subordinated liabilities 10,000 10,216 - 10,216 -

™ Accrued interest and dividend receivables and pagabkhere carrying value approximates fair valueetzeen excluded.
@ Other assets and Other liabilities and accruedresgseexclude certain items that do not meet theitief of a financial instrument. Other
liabilities and accrued expenses also excludesiodihancial instruments that are not in scope.
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Note 5 - Collateralized Transactions

The Company enters into reverse repurchase agrégmepurchase agreements, securities borrowed and
securities loaned transactions to, among othegshiacquire securities to cover short positions sattle
other securities obligations, to accommodate custehmeeds and to finance the Company’s inventory
positions. The Company manages credit exposurén@risom such transactions by, in appropriate
circumstances, entering into master netting agragrand collateral agreements with counterpartias t
provide the Company, in the event of a counterpddfault (such as bankruptcy or a counterparty’s
failure to pay or perform), with the right to netcaunterparty’s rights and obligations under such
agreement and liquidate and set off collateral lgldhe Company against the net amount owed by the
counterparty. The Company’s policy is generally tédke possession of securities purchased under
agreements to resell and securities borrowed, @nelceive securities and cash posted as collgteithl
rights of rehypothecation), although in certainesathe Company may agree for such collateral to be
posted to a third-party custodian under a tri-partangement that enables the Company to takeatontr
of such collateral in the event of a counterpadfadit. The Company also monitors the fair valu¢hef
underlying securities as compared with the relagegivable or payable, including accrued interasd,

as necessary, requests additional collateral asdaew under the applicable agreement to ensure such
transactions are adequately collateralized.

The following table presents information about @fsetting of these instruments and related catdte
amounts. For information related to offsetting efidatives, see Note 10.

At December 31, 2014

Financial
Amounts Net Amounts  Instruments Not
Offset inthe Presented inthe  Offset in the
Consolidated  Consolidated Consolidated
Statement of  Statement of Statement of
Gross Financial Financial Financial Net
Amounts”  Condition® Condition Condition® Exposure
Assets
Securities purchased under agreement
to resell $ 104,20C $ (40,880) $ 63,320 $ (55,413) $ 7,907
Securities borrowed 131,06¢ - 131,068 (126,061) 5,007
Liabilities
Securities sold under agreement
to repurchase $ 148,89t $  (40,880) $ 108,015 $ (94,668) $ 13,347
Securities loaned 32,282 - 32,283 (31,827) 456

@ Amounts include $7,781 of Securities purchased uageeement to resell, $662 of Securities borrowd®,210 of Securities sold under
agreement to repurchase and $436 of Securitieedbanhich are either not subject to master nettgrgements or collateral agreements or
are subject to such agreements but the Companydbaetermined the agreements to be legally erdibtee

@ Amounts relate to master netting agreements andtew! agreements, which have been determinecheyCompany to be legally
enforceable in the event of default and where tedther criteria are met in accordance with agtile offsetting accounting guidance.

®  Amounts relate to master netting agreements anidtew! agreements, which have been determinechbyCompany to be legally
enforceable in the event of default but where aether criteria are not met in accordance witpliaable offsetting accounting guidance.

The Company also engages in margin lending totsligrat allows the client to borrow against thaueal

of qualifying securities and is included within @user receivables in the Company’s consolidated
statement of financial condition. Under these ages@s and transactions, the Company either receives
provides collateral, including U.S. government aagkency securities, other sovereign government
obligations, corporate and other debt, and corpossjuities. Customer receivables generated from
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margin lending activities are collateralized by tonser-owned securities held by the Company. The
Company monitors required margin levels and establl credit limits daily and, pursuant to such
guidelines, requires customers to deposit additimo#lateral, or reduce positions, when necessary.
Margin loans are extended on a demand basis antbaimmitted facilities. Factors considered ia th
review of margin loans are the amount of the ldhg, intended purpose, the degree of leverage being
employed in the account, and overall evaluatiothefportfolio to ensure proper diversification iorthe
case of concentrated positions, appropriate lityidf the underlying collateral or potential hedypin
strategies to reduce risk. Additionally, transawioelating to concentrated or restricted positi@uglire

a review of any legal impediments to liquidationtbé underlying collateral. Underlying collaterak f
margin loans is reviewed with respect to the ligyidf the proposed collateral positions, valuatmn
securities, historic trading range, volatility aygié and an evaluation of industry concentratidf.
these transactions, adherence to the Company’ateal policies significantly limits the Company’s
credit exposure in the event of a customer defdk. Company may request additional margin cobéiter
from customers, if appropriate, and, if necessamgy sell securities that have not been paid for or
purchase securities sold but not delivered fromtarners. At December 31, 2014, there was
approximately $11,008 of customer margin loanstaatting.

Other secured financings include the liabilitiekted to transfers of financial assets that areauted

for as financings rather than sales, consolidatdtsWhere the Company is deemed to be the primary
beneficiary, and certain equity-linked notes arfieosecured borrowings. These liabilities are gaher
payable from the cash flows of the related assgtsumted for as Financial instruments owned (sete No
6 and 8).

The Company pledges its financial instruments owtioedollateralize repurchase agreements and other
secured financings. Pledged financial instrumetmas$ tan be sold or repledged by the secured peaty a
identified as Financial instruments owned (pledtediarious parties) in the Company’s consolidated
statement of financial condition. The carrying waknd classification of financial instruments owigd

the Company that have been loaned or pledged toteqarties where those counterparties do not have
the right to sell or repledge the collateral at &aber 31, 2014 were as follows:

Financial instruments owned:
U.S. government and agency securities $ 11,700

Corporate and other debt 3,965
Corporate equities 5,980
Total $ 21,645

The Company receives collateral in the form of sées in connection with reverse repurchase
agreements, securities borrowed and derivativeséictions, and customer margin loans. In many cases,
the Company is permitted to sell or repledge trsesririties held as collateral and use the secaititie
secure repurchase agreements, to enter into sesudahding and derivative transactions or for el

to counterparties to cover short positions. The gamy additionally receives securities as collataral
connection with certain securities-for-securitieansactions in which the Company is the lender. In
instances where the Company is permitted to selepledge these securities, the Company reports the
fair value of the collateral received and the edadbligation to return the collateral in the cdmsded
statement of financial condition. At December 30142, the total fair value of financial instruments
received as collateral where the Company is pezthitd sell or repledge the securities was $399%4dP

the fair value of the portion that had been soldeptedged was $326,272.
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The Company is subject to concentration risk bydimgl large positions in certain types of securites
commitments to purchase securities of a singleersscluding sovereign governments and otheriesfit
issuers located in a particular country or geog@aatea, public and private issuers involving depelig
countries, or issuers engaged in a particular imguginancial instruments owned by the Company
include U.S. government and agency securities, wlhicthe aggregate, represented approximately 9% o
the Company’s total assets at December 31, 2014dddiition, substantially all of the collateral hdig

the Company for reverse repurchase agreements wdsbborrowed, which together represented
approximately 29% of the Company’s total asset®etember 31, 2014, consist of securities issued by
the U.S. government, federal agencies or otherrs@re government obligations. Positions taken and
commitments made by the Company, including posstidaken and underwriting and financing
commitments made in connection with its private iggurincipal investment and lending activities,
often involve substantial amounts and significaqdosure to individual issuers and businesses, dimotu
non-investment grade issuers.

At December 31, 2014, cash and securities of $B8z®1 $14,627, respectively, were deposited with
clearing organizations or segregated under fedemdl other regulations or requirements. Securities
deposited with clearing organizations or segregateter federal and other regulations or requirement
are sourced from reverse repurchase agreement§inadcial instruments owned in the Company’s
consolidated statement of financial condition.

Note 6 — Variable Interest Entities and Securitizabn Activities

The Company is involved with various special pugestities (“SPEs”) in the normal course of bussnes
In most cases, these entities are deemed to be VIEs

The Company applies accounting guidance for cosiatidin of VIES to certain entities in which equity
investors do not have characteristics of a comtigllfinancial interest. Except for certain asset
management entities, the primary beneficiary ol i the party that both (1) has the power toalithe
activities of a VIE that most significantly affethe VIE's economic performance and (2) has an
obligation to absorb losses or the right to recddemefits that in either case could potentially be
significant to the VIE. The Company consolidatestiexs of which it is the primary beneficiary.

The Company'’s variable interests in VIEs includdtdend equity interests, commitments, guarantees,
derivative instruments and certain fees. The Colyigdanvolvement with VIEs arises primarily from:

. Interests purchased in connection with marketingalactivities and retained interests held as a
result of securitization activities, including reesiritization transactions.

. Residual interests retained in connection witmitipal bond securitizations.

. Structuring of credit-linked notes (“CLN") or ath asset-repackaged notes designed to meet the
investment objectives of clients.

The Company determines whether it is the primanekieiary of a VIE upon its initial involvement kit

the VIE and reassesses whether it is the primangfii@ary on an ongoing basis as long as it has any
continuing involvement with the VIE. This determiiioa is based upon an analysis of the design of the
VIE, including the VIE’s structure and activitiehe power to make significant economic decisiond he
by the Company and by other parties, and the Variaterests owned by the Company and other parties
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The power to make the most significant economidsiteas may take a number of different forms in
different types of VIEs. The Company considers isarg or collateral management decisions as
representing the power to make the most signifioacdnomic decisions in transactions such as
securitizations or CDOs. As a result, the Compaaogsdnot consolidate securitizations or CDOs for
which it does not act as the servicer or collaterahager unless it holds certain other rights pae the
servicer or collateral manager or to require thaitiation of the entity. If the Company servesasiser

or collateral manager, or has certain other rigtgscribed in the previous sentence, the Company
analyzes the interests in the VIE that it holds andsolidates only those VIEs for which it holds a
potentially significant interest of the VIE.

The structure of securitization vehicles and CDOdriven by several parties, including loan sedleng
securitization transactions, the collateral managea CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervs)tef( the transactions, who serve to reflect specif
investor demand. In addition, subordinate investaush as the “B-piece” buyer (i.e., investors iosm
subordinated bond classes) in commercial mortgagkda securitizations or equity investors in CDOs,
can influence whether specific loans are excludethfa CMBS transaction or investment criteria in a
CDO.

For many transactions, such as re-securitizatianstictions, CLNs and other asset-repackaged notes,
there are no significant economic decisions madermrongoing basis. In these cases, the Company
focuses its analysis on decisions made prior tartitial closing of the transaction and at the tigration

of the transaction. Based upon factors, which ikelan analysis of the nature of the assets, inajudi
whether the assets were issued in a transactionssped by the Company and the extent of the
information available to the Company and to investthe number, nature and involvement of investors
other rights held by the Company and investors,staadardization of the legal documentation and the
level of continuing involvement by the Company,lirtting the amount and type of interests owned by
the Company and by other investors, the Compangledad in most of these transactions that decisions
made prior to the initial closing were shared betwvdhe Company and the initial investors. The
Company focused its control decision on any righldhby the Company or investors related to the
termination of the VIE. Most re-securitization tsactions, CLNs and other asset-repackaged notes hav
no such termination rights.

The Company accounts for the assets held by theesnprimarily in Financial instruments owned and
the liabilities of the entities as Other securedaficings in the consolidated statement of financial
condition. The assets and liabilities are measatéddir value.

The following table presents information at Decemi3d, 2014 about VIEs that the Company
consolidates. Consolidated VIE assets and liadslitire presented after intercompany eliminatioms an
include assets financed on a non-recourse basis.

Assets Liabilities

Mortgage and Asset-Backed Securitizations $ IR 63

The Company has no additional maximum exposuredsels on assets not recognized in its consolidated
statement of financial condition as of December2iL4.
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The following table presents information about @erinon-consolidated VIEs in which the Company had
variable interests at December 31, 2014. The tatttudes all VIEs in which the Company has

determined that its maximum exposure to loss isitgrethan specific thresholds or meets certainrothe
criteria. Most of the VIEs included in the tablddwe are sponsored by unrelated parties; the Conipany
involvement generally is the result of the Comparsgcondary market-making activities.

At December 31, 2014

Municipal
Mortgage and  Collateralized Tender
Asset-Backed Debt Option
Securitizations Obligations Bonds Other
VIE assets that the Company does not
consolidate (unpaid principal balarfte) $ 52,009 $ 16,389 $ 922 % 186
Total maximum exposure to loss:
Debt and equity interesfd $ 1,772 $ 1,031 $ 13 $ 119
Total carrying value of exposure to loss—
Assets:
Debt and equity intere$ts $ 1,772 $ 1,031 $ 13 $ 119

@ Mortgage and asset-backed securitizations incluieagsets as follows: $11,503 of residential mayéga $34,211 of commercial
mortgages; $1,344 of U.S. agency collateralizedgage obligations; and $4,951 of other consumeoormercial loans.

@ Mortgage and asset-backed securitizations incluedébt and equity interests as follows: $611 sfdential mortgages; $523 of
commercial mortgages; $441 of U.S. agency collazed mortgage obligations; and $197 of other camsmuor commercial loans.

The Company’'s maximum exposure to loss does ndudecthe offsetting benefit of any financial
instruments that the Company may utilize to hedgesé risks associated with the Company’s variable
interests. In addition, the Company’s maximum expesto loss is not reduced by the amount of
collateral held as part of a transaction with tH& r any party to the VIE directly against a sfieci
exposure to loss.

Securitization transactions generally involve VIBsimarily as a result of its secondary market-mgki
activities, the Company owned additional securitissued by securitization SPEs for which the
maximum exposure to loss is less than specificstiolels. These additional securities totaled $3:808
December 31, 2014. These securities were eithainest in connection with transfers of assets by the
Company, or acquired in connection with secondagrket-making activities. Securities issued by
securitization SPEs consist of $543 of securit@skbd primarily by residential mortgage loans, $@,1
of securities backed by U.S. agency collateralizexitgage obligations, $905 of securities backed by
commercial mortgage loans, $443 of securities hdke CDO or CLO and $231 backed by other
consumer loans, such as credit card receivablésmabile loans and student loans. The Company’s
primary risk exposure is to the securities issugthke SPE owned by the Company, with the risk hsghe
on the most subordinate class of beneficial interéthese securities generally are included in ri€iizé
instruments owned-Corporate and other debt andnagesured at fair value (see Note4). The Company
does not provide additional support in these tretiwas through contractual facilities, such as ibiify
facilities, guarantees, or similar derivatives. T@mpany’s maximum exposure to loss generally equal
the fair value of the securities owned.

The Company’s transactions with VIEs primarily udés securitizations, municipal tender option bond

trusts, credit protection purchased through CLN¥] aeollateralized loan and debt obligations. Such
activities are further described below.
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Securitization Activities

In a securitization transaction, the Company trnssfassets (generally commercial or residential
mortgage loans or U.S. agency securities) to an, SBIE to investors most of the beneficial inteses
such as notes or certificates, issued by the SREinamany cases, retains other beneficial interdsdte
purchase of the transferred assets by the SPRaisded through the sale of these interests.

Although not obligated, the Company generally makesarket in the securities issued by SPEs in these
transactions. As a market maker, the Company oftelbsiy these securities from, and sell these g&asur

to, investors. Securities purchased through theaeketrmaking activities are not considered to be
retained interests, although these beneficial @stsr generally are included in Financial instrument
owned- Corporate and other debt and are measufanl aalue.

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, @wnpany, generally on behalf of a client, transters
municipal bond to a trust. The trust issues stertsecurities that the Company, as the remarketing
agent, sells to investors. The client retains aloed interest. The short-term securities are sttpddyy a
liquidity facility pursuant to which the investonsay put their short-term interests. In some progtaan
affiliate of the Company provides this liquiditycfty; in most programs, a third-party providerliwi
provide such liquidity facility. The Company mayrphbase short-term securities in its role as rentangse
agent. The client can generally terminate the &etisn at any time. The liquidity provider can gexlly
terminate the transaction upon the occurrence éiceevents. When the transaction is terminateel, t
municipal bond is generally sold or returned to ¢hient. Any losses suffered by the liquidity proet
upon the sale of the bond are the responsibilitthefclient. This obligation generally is collatérad.
Liquidity facilities provided to municipal tendeption bond trusts generally are provided by afidgof
the Company. The Company consolidates any munitgueder option bond trusts in which it holds the
residual interest. No such trust was consolidatéaeaember 31, 2014.

Credit Linked Notes

In a CLN transaction, the Company transfers aggetserally high quality securities or money market
investments) to an SPE. An affiliate of the Companters into a derivative transaction in which $ire
writes protection on an unrelated reference agsgtaup of assets, through a credit default swapta
return swap or similar instrument, and sells toesters the securities issued by the SPE. In some
transactions, an affiliate of the Company may alster into interest rate or currency swaps withSR&.
Upon the occurrence of a credit event related @ réference asset, the SPE will deliver collateral
securities as the payment to the affiliate of tlmenany that serves as the derivative counterpahgse
transactions are designed to provide investors aiffosure to certain credit risk on the referersseia

In some transactions, the assets and liabilitieh®fSPE are recognized in the Company’s conselidat
statement of financial condition. In other trangat, the transfer of the collateral securitieadsounted
for as a sale of assets, and the SPE is not cdasadi. The structure of the transaction determines
accounting treatment. CLNs are included in Otheéhéabove VIE tables.

The derivatives in CLN transactions consist ofltodturn swaps, credit default swaps or similartasts

in which an affiliate of the Company has purchapeatection on a reference asset or group of assets.
Payments by the SPE are collateralized.
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Collateralized Loan and Debt Obligations

A collateralized loan obligation (“CLO") or a CD@ an SPE that purchases a pool of assets, cogsistin
of corporate loans, corporate bonds, asset-backedriies or synthetic exposures on similar assets
through derivatives, and issues multiple tranchHegebt and equity securities to investors. The Camyp
underwrites the securities issued in CLO transastion behalf of unaffiliated sponsors and provides
advisory services to these unaffiliated sponsole Tompany sells corporate loans to many of these
SPEs, in some cases representing a significantopoof the total assets purchased. If necessagy, th
Company may retain unsold securities issued irethr@msactions. Although not obligated, the Company
generally makes a market in the securities issye8IRES in these transactions. These beneficiaksite

are included in Financial instruments owned andw@asured at fair value.

Transfers of Assetswith Continuing I nvolvement

The following table presents information at DecemBg&, 2014 regarding transactions with SPEs in
which the Company, acting as principal, transferfiedncial assets with continuing involvement and
received sales treatment.

At December 31, 2014

U.S. Agency
Residential Commercial Collateralized Credit-Linked
Mortgage Mortgage Mortgage Notes and
Loans Loans Obligations Other
SPE assets (unpaid principal balafite) $ 629 $ 3,090 $ 20,826 $ 291
Retained interests (fair value):
Investment grade $ - % 3 3% 1,019 $ -
Non-investment grade 12 66 - -
Total retained interests (fair value) $ 12 69 $ 1,019 $ -
Interests purchased in the secondary market (&irey:
Investment grade $ - $ 33 % 61 $ -
Non-investment grade - 6 - 10
Total interests purchased in the secondary
market (fair value) $ - $ 39 3 61 $ 10

@ Amounts include assets transferred by unrelatetsterors.
At December 31, 2014

Level 1 Level 2 Level 3 Total
Retained interests (fair value):
Investment grade $ - $ 1,019 $ 3 % 1,022
Non-investment grade - 2 76 78
Total retained interests (fair value) $ - $ 1,021 3 79 $ 1,100
Interests purchased in the secondary market (&direy:
Investment grade $ - $ 94 3% - $ 94
Non-investment grade - - 16 16
Total interests purchased in the secondary
market (fair value) $ - $ 94 3 16 $ 110
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Transferred assets are carried at fair value poigecuritization. The Company may act as undezwai
the beneficial interests issued by these securtizasehicles. The Company may retain interestdhen
securitized financial assets as one or more tranofighe securitization. These retained interests a
included in the Company'’s consolidated statemefinahcial condition at fair value.

Failed Sales

In order to be treated as a sale of assets fouatiog purposes, a transaction must meet all ottheria
stipulated in the accounting guidance for the tiemsf financial assets. A transfer that fails teehthese
criteria is treated as a failed sale. In such cattes Company continues to recognize the assets in
Financial instruments owned, and the Company rdgzegnthe associated liabilities in Other secured
financings in the consolidated statement of finahcondition.

The assets transferred to unconsolidated VIEsanstactions accounted for as failed sales cannot be
removed unilaterally by the Company and are noteggdly available to the Company. The related
liabilities are non-recourse to the Company. Irtaarother failed sale transactions, the Compaisytha
right to remove assets or provide additional reseuhrough derivatives such as total return swaps,
guarantees or other forms of involvement.

The following table presents information about t#erying value (equal to fair value) of assets and
liabilities resulting from transfers of financiassets and liabilities treated by the Company asreec
financings at December 31, 2014.

Assets Liabilities

Credit-linked notes $ 47 $ 39

Note 7 — Goodwill

The Company completed its annual goodwill impairtrtesting on July 1, 2014, which did not indicate
any goodwill impairment. Adverse market or economients could result in impairment charges in
future periods.

There have been no changes in the carrying amdiné Company’s goodwill during 2014.

Note 8 — Short-Term Borrowings and Other Secured Fiancings

Short-term Borrowings

Short-term borrowings from affiliates are unsecurledar interest at prevailing market rates and are
payable on demand. Such balances consist prin@rihtercompany funding from the Ultimate Parent as
well as other intercompany payables which settlehm normal course of business. Other short-term
borrowings consist of cash overdrafts and othemtdeom borrowings with affiliates with varying
maturities of 12 months or less.

Other Secured Financings
Other secured financings include the liabilitiekted to transfers of financial assets that areauted
for as financings rather than sales, consolidatidtsWhere the Company is deemed to be the primary

beneficiary, certain equity-linked notes and otéecured borrowings. See Note 6 for further inforomat
on other secured financings related to VIEs andri#éxation activities.
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The Company’s Other secured financings at Dece®ibe2014 consisted of the following:

Secured financings with original maturities gredlemn one year $ 2,145
Secured financings with original maturities oneryeraess? 250
Failed sales, at fair val{2 39

Total $ 2,434

@ Amount represents variable rate financings.
@ For more information on failed sales, see Note 6.

Maturities and Terms: Secured financings with original maturities grealt@n one year at December 31,
2014consisted of the following:

Variable
Fixed Rate RateV® Total

Due in 2015 $ - $ 1,125 $ 1,125
Due in 2016 - 950 950
Due in 2017 - - -
Due in 2018 - - -
Due in 2019 1 - 1
Thereafter 68 1 69

Total $ 69 $ 2,076 $ 2,145
Weighted average coupon rate at period‘&nd 4.22% 0.82% 0.96%

@ variable rate borrowings bear interest based oariety of indices, including LIBOR.
@ Amounts include borrowings that are index-linked.
@  Weighted average coupon was calculated utilizir§ idterest rates.

Maturities and Terms: Failed sales consisted of the following at Decen3de 2014:

Due in 2015 $ -
Due in 2016 28
Due in 2017 11
Due in 2018 -
Due in 2019 -
Thereatfter -
Total $ 39

For more information of failed sales, see Note 6.
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Note 9 - Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom Agreement and a Subordinated Revolving Credit
Agreement with the Ultimate Parent. The maturityedainterest rates and par value of the subotinat
notes at December 31, 2014 are as follows:

Subordinated Notes Maturity Date  Interest Rate  Par Value
Cash Subordination Agreement April 30, 2017 6.55% $ 2,500
Subordinated Revolving Credit Agreement April 30, 2017 0.93% 7,500
Total $ 10,000

Note 10 - Derivative Instruments

The Company trades, makes markets and takes pagripositions globally in listed futures, OTC
swaps, forwards, options and other derivativeseefdng, among other things, interest rates, coiresn
investment grade and non-investment grade corporatéts, bonds, U.S. and other sovereign secsiritie
emerging market bonds, credit indices, ABS indigesperty indices, and mortgage-related and other
ABS. The Company uses these instruments for tradlimgign currency exposure management and asset
and liability management. The Company does notyapgtige accounting.

The Company manages its trading positions by enmmost variety of risk mitigation strategies. These
strategies include diversification of risk exposuamd hedging. Hedging activities consist of theclpase

or sale of positions in related securities andrfai@ instruments, including a variety of derivativ
products €.g, futures, forwards, swaps and options). The Compaanages the market risk associated
with its trading activities on a Company-wide bagia a worldwide trading division level and on an
individual product basis.

The Company incurs credit risk as a dealer in OE@vdtives. Credit risk with respect to derivative
instruments arises from the potential failure afcainterparty to perform according to the termshaf t
contract. The Company’s exposure to credit riskmgt point in time is represented by the fair vadtiéhe
derivative contracts reported as assets. The #irevof a derivative represents the amount at wtkieh
derivative could be exchanged in an orderly tramsacbetween market participants, and is further
described in Notes 2 and 4.

In connection with its derivative activities, the@m@pany generally enters into master netting agragsme
and collateral agreements with its counterpariiégse agreements provide the Company with the, right
in the event of a default by the counterparty (sashbankruptcy or a failure to pay or perform)nét a
counterparty’s rights and obligations under theeagrent and to liquidate and setoff collateral agjany

net amount owed by the counterparty. However, nage circumstances: The Company may not have
such an agreement in place; the relevant insolveegyne (which is based on the type of counterparty
entity and the jurisdiction of organization of tbeunterparty) may not support the enforceabilitythaf
agreement; or the Company may not have sought legake to support the enforceability of the
agreement. In cases where the Company has notrile¢el an agreement to be enforceable, the related
amounts are not offset in the tabular disclosuedsvin The Company’s policy is generally to receive
securities and cash posted as collateral (withgighrehypothecation), irrespective of the enfahikty
determination regarding the master netting ancatathl agreement. In certain cases the Company may
agree for such collateral to be posted to a thindypcustodian under a control agreement that esghke
Company to take control of such collateral in thierg of a counterparty default. The enforceabdityhe
master netting agreement is taken into accounthex @ompany’s risk management practices and
application of counterparty credit limits. The fmMling tables present information about the offagtibf
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derivative instruments and related collateral anmuBee information related to offsetting of certai
collateralized transactions in Note 5.

At December 31, 2014

Amounts Not Offset in the

Amounts Net Amounts )
Offsetinthe  Presented inthe ~ Consolidated Statement of
Consolidated Consolidated Financial Condition
Statement of Statement of Financial
Gross Financial Financial Instruments  Other Cash
Amounts® Condition® Condition Collateral Collateral ~ Net Exposure
Derivative assets
Bilateral OTC $ 18,312 $ (17,612) $ 701 $ (59) $ - 3 642
Cleared OT® 208 (130) 78 - - 78
Exchange traded 5,782 (5,735) 47 - - 47
Total derivative assets $ 24,303 $ (23,477) $ 826 $ (59) $ - $ 767
Derivative liabilities
Bilateral OTC $ 20,245 $ (16,779) $ 3,466 $ ) $ 1) $ 3,459
Cleared OT® 207 (130) 7 - - 7
Exchange traded 6,327 (5,735) 592 - - 592
Total derivative liabilites  $ 26,77¢ $ (22,644) $ 4,135 $ 6) $ 1) $ 4,128

@ Amounts include $349 of derivative assets and® of derivative liabilities which are either ratbject to master netting agreements or
collateral agreements or are subject to such agneenbut the Company has not determined the agresrt@ebe legally enforceable. See
also “Fair Value and Notional of Derivative Instrants” for additional disclosure about gross failuea and notionals for derivative
instruments by risk type.

@ Amounts relate to master netting agreements atidte@l agreements, which have been determinedhbyCompany to be legally
enforceable in the event of default and where tedther criteria are met in accordance with agtile offsetting accounting guidance.

@ Amounts relate to master netting agreements afidte@l agreements, which have been determinedhbyCompany to be legally
enforceable in the event of default but where aexither criteria are not met in accordance witpliaable offsetting accounting guidance.

®  Amounts include OTC derivatives that are centreliyared in accordance with certain regulatory irequents.

Fair Value and Notional of Derivative Instruments. The following table summarizes the fair value of
derivative instruments by type of derivative coatrand the platform on which these instruments are
traded or cleared on a gross basis. Fair valuele@fative contracts in an asset position are ohedin
Financial instruments owned. Fair values of deiweatontracts in a liability position are reflected
Financial instruments sold, not yet purchased éncitnsolidated statement of financial condition.

Derivatives Assets
At December 31, 2014

Fair Value Notional
Bilateral Cleared Exchange Bilateral Cleared Exchange
oTC oTCc® Traded Total oTC oTc® Traded Total
Derivatives contracts'®:
Interest rate contracts $ 1,391% 208 $ 22 $ 1621 $ 109474 $ 5897¢ $ 108,479 $ 276,931
Credit contracts 402 - - 402 2,925 - - 2,925
Foreign exchange contracts 13,499 - 19 13,518 452,011 - 2,709 454,720
Equity contracts 3,021 - 5,741 8,762 53,030 - 95,531 148,561
Commodity contracts - - - - - - 2,363 2,363

Total derivatives contracts $ 18,313 $ 208 $ 5,782 $ 24,303 $617,440 $ 58,97¢ $ 209,082 $ 885,500

Cash collateral netting (2,970) - - (1,970) - - - -
Counterparty netting (15,642) (130) (5,735) (21,507) - - - -
Total derivative assets $ 701 $ 78 3% 47 $ 826 $ 617,440 $ 58,97¢ $ 209,082 $ 885,500
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Derivative Liabilities
At December 31, 2014

Fair Value Notional
Bilateral Cleared Exchange Bilateral Cleared Exchange
oTC OTC?®  Traded Total oTC oTc?® Traded Total
Derivatives contractst®;
Interest rate contracts $ 11228 207 $ 23 % 1352 $ 80,686 $ 5365/ $ 227,955 $ 362,295
Credit contracts 320 - - 320 2,236 - - 2,236
Foreign exchange contracts 13,467 - 8 13,475 451,170 - 771 451,941
Equity contracts 5,336 - 6,296 11,632 58,549 - 122,926 181,475
Commodity contracts - - - - - - 2,745 2,745

Total derivatives contracts$ 20,245 $ 207 $ 6,327 $ 26,779 $ 592,641 $ 53,65/ $ 354,397 $ 1,000,692

Cash collateral netting (1,137) - - (1,137) - - - -
Counterparty netting (15,642) (130) (5,735) (21,507) - - - -

Total derivative liabilites $ 3,466 $ 77 $ 592 $ 4,135 $ 592,641 $ 53,65/ $ 354,397 $ 1,000,692

@ Notional amounts include gross notionals relateden long and short futures contracts of $49,7%86 $143,637, respectively. The
unsettled fair value on these futures contractslebed from the table above) of $261 and $21,dkiged in Receivables - Brokers, dealers
and clearing organizations and Payables - Brokdeslers and clearing organizations, respectivelythe Company’s consolidated
statement of financial condition.

@ Includes OTC derivatives that are centrally cleanesiccordance with certain regulatory requirements

Credit Risk-Related Contingencies

In connection with certain OTC trading agreemetits, Company may be required to provide additional
collateral or immediately settle any outstandirapility balances with certain counterparties in ¢vent

of a credit rating downgrade. At December 31, 2@1d ,aggregate fair value of OTC derivative corigac
that contain credit-risk-related contingent feasutkat are in a net liability position totaled $4%8r
which the Company has posted collateral of $381than normal course of business. The additional
collateral or termination payments which may bdechin the event of a future credit rating downgrad
vary by contract and can be based on ratings therior both of Moody’s Investors Service, Inc.
(“Moody’s”) and Standard & Poor’s Ratings ServigeS&P”). At December 31, 2014, for such OTC
trading agreements, the future potential collatanabunts and termination payments that could Hectal
or required by counterparties or exchanges andigtparganizations in the event of one-notch or-two
notch downgrade scenarios based on the relevartactuml downgrade triggers were $14 and an
incremental $14, respectively. Of these amounts, a$5December 31, 2014 related to bilateral
arrangements between the Company and other pavtiese upon the downgrade of one party, the
downgraded party must deliver collateral to theeotiarty. These bilateral downgrade arrangemeata ar
risk management tool used extensively by the Comparcredit exposures are reduced if counterparties
are downgraded.
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Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, priatypthrough credit default swaps, under which it
receives or provides protection against the risdafault on a set of debt obligations issued byifipel
reference entities. A majority of the Company’'s mwmuparties are banks, broker-dealers and other
financial institutions. The table below summarizke notional and fair value of protection sold and
protection purchased through credit default swaxeaember 31, 2014:

Maximum Potential Payout/Notional

Protection Sold Protection Purchased
Fair Value Fair Value
Notional (Assets)/Liability Notional (Assets)/Liability
Index and basket credit default swaps $ 2,189% 320 $ 2972 % (402)
Total $ 2,189 $ 320 $ 2972 % (402)

The table below summarizes the credit ratings aatlinties of protection sold through credit default
swaps and other credit contracts at December 34:20

Protection Sold
Maximum Potential Payout/Notional
Years to Maturity

Fair Value
Credit ratings of the Less (Asset)/
reference obligation than 1 1-3 3-5 Over 5 Total  Liability @@
Index and basket credit default
swaps?
AA $ - % -8 - $ 11 % 11 $ -
Non-investment grade - - - 2,178 2,178 320
Total credit default swaps sold $ - $ - $ - $ 2189 % 2,189 $ 320
Other credit contracfd® 51 140 - 562 753 (177)
Total credit derivatives and
other credit contracts $ 51 $ 140 $ - $ 2751 % 2942 % 143

1)

P Fair value amounts are shown on a gross basistpraash collateral or counterparty netting.
2

Fair value amounts of certain credit default swapgre the Company sold protection have an assefitg value because credit spreads of the
underlying reference entity or entities tightenednl the terms of the contracts.

®  Credit ratings are calculated internally.

@ Other credit contracts include CLNs, CDOs anditdefault swaps that are considered hybrid inseuts

®  Fair value amount shown represents the fair vaflee hybrid instruments.

Index and Basket Credit Default Swapsdex and basket credit default swaps are caefdult swaps
that reference multiple names through underlyingkbts or portfolios of single name credit default
swaps. Generally, in the event of a default onafrtbe underlying names, the Company will havedy p

a pro rata portion of the total notional amountte# credit default index or basket contract. Ineortd
provide an indication of the current payment statuperformance risk of these credit default swéps,
weighted average external credit ratings of theedgihg reference entities comprising the basket or
index were calculated and disclosed.

When external credit ratings are not availableditreatings are determined based upon an internal
methodology.

Credit Protection Sold through CLNs and CD@&e Company has invested in CLNs and CDOs, which
are hybrid instruments containing embedded dexigatiin which credit protection has been sold @ th
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issuer of the note. If there is a credit event oéfarence entity underlying the instrument, thegpal
balance of the note may not be repaid in full ® @mpany.

Purchased Credit Protectiowith Identical Underlying Reference Obligatiof®r non-tranched index
and basket credit default swaps, the Company hahased protection with a notional amount of $2,259
compared with a notional amount of $1,864 of credittection sold with identical underlying referenc
obligations. In order to identify purchased prattiwith the same underlying reference obligatidghs,
notional amount for individual reference obligasomithin non-tranched indices and baskets was
determined on a pro rata basis and matched ofinsigaon-tranched index and basket credit default
swaps where credit protection was sold with idehtimderlying reference obligations.

The purchase of credit protection does not reptabernsole manner in which the Company risk manages
its exposure to credit derivatives. The Company agas its exposure to these derivative contracts
through a variety of risk mitigation strategies,igvhinclude managing the credit and correlatiotk ris
across non-tranched indices and baskets, and aastiops. Aggregate market risk limits have been
established for credit derivatives, and market nmsdasures are routinely monitored against theséslim
The Company may also recover amounts on the undgrlieference obligation delivered to the
Company under credit default swaps where credieption was sold.

Note 11 — Commitments, Guarantees and Contingencies

Letters of Credit

The Company has the ability to issue letters oflicnehich are primarily used to provide collatefat
securities and commodities borrowed and to saftisfyous margin requirements in lieu of depositing
cash or securities with these counterparties. AteDder 31, 2014, the Company did not have any
outstanding letters of credit.

Premises and Equipment

At December 31, 2014, future minimum rental comreitts, net of subleases, principally on office
rentals were as follows:

Fiscal Year Gross Amount Sublease Income  Net Amount

201¢ $ 147 $ 5 % 142
2016 157 6 151
2017 138 4 134
2018 124 3 121
2019 95 3 92
Thereafter 707 3 704

Total $ 1,368 $ 24 $ 1,344

Occupancy lease agreements, in addition to basalsegenerally provide for rent and operating esee
escalations resulting from increased assessmantsdbestate taxes and other charges.

Securities Activities
Financial instruments sold, not yet purchased ssreobligations of the Company to deliver spedifie

financial instruments at contracted prices, therebyating commitments to purchase the financial
instruments in the market at prevailing prices. €&guently, the Company’s ultimate obligation tasat

-37-



the sale of financial instruments sold, not yetchased may exceed the amounts recognized in the
consolidated statement of financial condition.

The Company enters into forward starting revergeinghase agreements and forward starting securities
borrow agreements (agreements that have a tradeadadf or prior to December 31, 2014 and settle

subsequent to December 31, 2014) that are primsetyred by collateral from U.S. government agency
securities and other sovereign government obligatioAt December 31, 2014, the Company had

commitments to enter into reverse repurchase agmetsrand securities borrow agreements of $169. At
December 31, 2014, the entire balance of theseagmts settled within three business days.

Guarantees

The table below summarizes certain information mdigg the Company’s obligation under guarantee
arrangements at December 31, 2014.

Maximum Potential Payout/Notional

Years to Maturity

Carrying
Amount
(Asset)/
Type of Guarantee Less than 1 1-3 3-5 Over 5 Total Liability
Credit derivative contractd $ - ¢ - 8 - ¢ 2,189 ¢ 2,189 ¢ 320
Other credit contracts 51 140 - 562 753 a77)
Non-credit derivative
contract® 184,938 13,088 457 1,667 200,150 3,531

™ Carrying amount of derivatives contracts are showm gross basis prior to cash collateral or capatéy netting. For further information
on derivative contracts, see Note 10.

The Company has obligations under certain guararge@ngements, including contracts and
indemnification agreements that contingently regarguarantor to make payments to the guaranteed
party based on changes in an underlying measuch égian interest or foreign exchange rate, sgaurit
commodity price, an index or the occurrence or accdrrence of a specified event) related to antasse
liability or equity security of a guaranteed part#§lso included as guarantees are contracts that
contingently require the guarantor to make paymentthe guaranteed party based on another entity’s
failure to perform under an agreement, as welhdgéct guarantees of the indebtedness of othdws. T
Company’s use of guarantees is described belowgdsydf guarantee:

DerivativeContracts

Certain derivative contracts meet the accountinfiniien of a guarantee, including certain written
options, contingent forward contracts and crediadie swaps (see Note 10 regarding credit deriestin
which the Company has sold credit protection todbenterparty). Although the Company’s derivative
arrangements do not specifically identify whettrer dlerivative counterparty retains the underlyisges
liability or equity security, the Company has disdd information regarding all derivative contrabist
could meet the accounting definition of a guaranié® maximum potential payout for certain derieti
contracts, such as written foreign currency opti@asinot be estimated, as increases in foreignaggeh
rates in the future could possibly be unlimitedefiore, in order to provide information regardihg
maximum potential amount of future payments that@ompany could be required to make under certain
derivative contracts, the notional amount of that@xts has been disclosed. In certain situations,
collateral may be held by the Company for thosetragts that meet the definition of a guarantee.
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Generally, the Company sets collateral requiremieptsounterparty so that the collateral coversowei
transactions and products and is not allocatedfggaly to individual contracts. Also, the Compamay
recover amounts related to the underlying assetatet to the Company under the derivative contract

The Company records all derivative contracts at Yalue. Aggregate market risk limits have been
established, and market risk measures are routmelyitored against these limits. The Company also
manages its exposure to these derivative contdctsigh a variety of risk mitigation strategies,
including, but not limited to, entering into offiaty economic hedge positions. The Company believes
that the notional amounts of the derivative congragenerally overstate its exposure. For further
discussion of the Company’s derivative risk manag@nactivities (see Note 10).

Exchange/Clearinghouse Member Guarantees

The Company is a member of various U.S. exchangeskearinghouses that trade and clear securities
and/or derivative contracts. Associated with itsmbership, the Company may be required to pay a
proportionate share of the financial obligationsanbther member who may default on its obligatimns
the exchange or the clearinghouse. While the rg@gerning different exchange or clearinghouse
memberships vary, in general the Company’s oblbigatiunder these rules would arise only if the
exchange or clearinghouse had previously exhautstedsources. In addition, some clearinghousesrule
require members to assume a proportionate shdoss#s resulting from the clearinghouse’s investmen
of guarantee fund contributions and initial margimd of other losses unrelated to the default of a
clearing member, if such losses exceed the spdcisources allocated for such purpose by the
clearinghouse. The maximum potential payout undese rules cannot be estimated. The Company has
not recorded any contingent liability in its condated statement of financial condition for these
agreements and believes that any potential reqeineno make payments under these agreements is
remote.

Legal

In the normal course of business, the Company kas Inamed, from time to time, as a defendant in
various legal actions, including arbitrations, slastions and other litigation, arising in connaetivith

its activities as a global diversified financiahgees institution. Certain of the actual or theyetd legal
actions include claims for substantial compensaémgy/or punitive damages or claims for indetern@nat
amounts of damages. In some cases, the entitiesvthdd otherwise be the primary defendants in such
cases are bankrupt or are in financial distress@&hactions have included, but are not limited to,
residential mortgage and credit crisis related enattOver the last several years, the level gfdtton and
investigatory activity (both formal and informaly lgovernmental and self-regulatory agencies has
increased materially in the financial services stdy As a result, the Company expects that it may
become the subject of increased claims for damagels other relief and, while the Company has
identified below any individual proceedings whdre Company believes a material loss to be reaspnabl
possible and reasonably estimable, there can basswrance that material losses will not be incurred
from claims that have not yet been asserted omateyet determined to be probable or possible and
reasonably estimable losses.

The Company is also involved, from time to timepther reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoity agencies regarding the Company’s business,
and involving, among other matters, sales andrigadctivities, financial products or offerings spored,
underwritten or sold by the Company, and accounéing operational matters, certain of which may
result in adverse judgments, settlements, finasales, injunctions or other relief.

The Company contests liability and/or the amount@mages as appropriate in each pending matter.
Where available information indicates that it islmble a liability had been incurred at the dat¢hef
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consolidated statement of financial condition amel Company can reasonably estimate the amount of
that loss, the Company accrues the estimated pssdiharge to income. The Company expects future
litigation accruals in general to continue to bevated and the changes in accruals from perio@riogh
may fluctuate significantly, given the current eowiment regarding government investigations and
private litigation affecting global financial seces firms, including the Company.

The legal accrual incurred was primarily due toeres additions related to an agreement reached in
principal with the United States Department of idestCivil Division and the United States Attorngy’
Office for the Northern District of California, GivDivision (collectively, the “Civil Division”) b pay
$2,600 to resolve certain claims that the Civil iBion indicated it intended to bring against the
Company, as well as reserves related to certaimglthat other members of the RMBS Working Group
of the Financial Fraud Enforcement Task Force lagieated they intend to bring against the Company.

In many proceedings and investigations, howevas, iitherently difficult to determine whether arog$

is probable or even possible or to estimate theuatnof any loss. In addition, even where loss issjine

or an exposure to loss exists in excess of thelitialalready accrued with respect to a previously
recognized loss contingency, it is not always pmedio reasonably estimate the size of the pos&isie
or range of loss.

For certain legal proceedings and investigations, Gompany cannot reasonably estimate such losses,
particularly for proceedings and investigations wehthe factual record is being developed or coetest
where plaintiffs or governmental entities seek taftgal or indeterminate damages, restitution,
disgorgement or penalties. Numerous issues may tedie resolved, including through potentially
lengthy discovery and determination of importamtdial matters, determination of issues relatedassc
certification and the calculation of damages oreotfelief, and by addressing novel or unsettledlleg
guestions relevant to the proceedings or investigatin question, before a loss or additional loss
range of loss or additional loss can be reasoredilynated for a proceeding or investigation.

For certain other legal proceedings and invesbgati the Company can estimate reasonably possible
losses, additional losses, ranges of loss or raofggdditional loss in excess of amounts accruatdbes

not believe, based on current knowledge and aftaswtation with counsel, that such losses willehav
material adverse effect on the Company’s consaalatatement of financial condition as a wholegoth
than the matters referred to in the following paaahs.

Residential Mortgage and Credit Crisis Related Matters
Regulatory and Governmental Matters

The Company has received subpoenas and requesisféomation from certain federal and state
regulatory and governmental entities, including aghothers various members of the RMBS Working
Group of the Financial Fraud Enforcement Task Fosaeh as the United States Department of Justice,
Civil Division and several state Attorney Generaldfices, concerning the origination, financing,
purchase, securitization and servicing of subprand non-subprime residential mortgages and related
matters such as RMBS, CDOs, structured investmehitles (“SIVs”) and credit default swaps backed
by or referencing mortgage pass-through certifcaehese matters, some of which are in advanced
stages, include, but are not limited to, invesiara related to the Company’s due diligence ondhes

that it purchased for securitization, the Compaigisimunications with ratings agencies, the Commany’
disclosures to investors, and the Company’s hagdifrservicing and foreclosure related issues.

On February 25, 2015, the Company reached an agrgem principle with the United States
Department of Justice, Civil Division and the Uditgtates Attorney’s Office for the Northern Distrix
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California, Civil Division (collectively, the “CiViDivision”) to pay $2,600 to resolve certain clairthat
the Civil Division indicated it intended to bringa@nst the Company. While the Company and the Civil
Division have reached an agreement in principleesolve this matter, there can be no assurancehiat
Company and the Civil Division will agree on thedi documentation of the settlement.

In May 2014, the California Attorney General's @#i(“CAAG”), which is one of the members of the
RMBS Working Group, indicated that it has made aiarfpreliminary conclusions that the Company
made knowing and material misrepresentations ragaf@dMBS and that it knowingly caused material
misrepresentations to be made regarding the Ch&e which issued securities marketed to the
California Public Employees Retirement System. T#AG has further indicated that it believes the
Company’s conduct violated California law and tiaihay seek treble damages, penalties and injumctiv
relief. The Company does not agree with these csimhs and has presented defenses to them to the
CAAG.

On September 16, 2014, the Virginia Attorney Gelger®ffice filed a civil lawsuit, styled
Commonwealth of Virginia ex rel. Integra REC LL@arclays Capital Inc., et alagainst the Company
and several other defendants in the Circuit Couth® City of Richmond related to RMBS. The lawsuit
alleges that the Company and the other defendaruwikgly made misrepresentations and omissions
related to the loans backing RMBS purchased by Mfhrginia Retirement System (“VRS”). The
complaint alleges VRS suffered total losses of axprately $384 on these securities, but does not
specify the amount of alleged losses attributabl@ MBS sponsored or underwritten by the Company.
The complaint asserts claims under the VirginiauBirAgainst Taxpayers Act, as well as common law
claims of actual and constructive fraud, and seak®ng other things, treble damages and civil piesal
On January 20, 2015, the defendants filed a demtaithe complaint and a plea in bar seeking disatis
of the complaint.

In October 2014, the lllinois Attorney General’sfioé (“IL AG”) sent a letter to the Company allegin
that the Company knowingly made misrepresentatiefeted to RMBS purchased by certain pension
funds affiliated with the State of lllinois and dending that the Company pay the IL AG approximately
$88. The Company does not agree with these altegatind has presented defenses to them to the IL
AG.

On January 13, 2015, the New York Attorney Gensr@fffice (“NYAG”), which is also a member of the
RMBS Working Group, indicated that it intends tke fa lawsuit related to approximately 30 subprime
securitizations sponsored by the Company. NYAG datdid that the lawsuit would allege that the
Company misrepresented or omitted material infoionatelated to the due diligence, underwriting and
valuation of the loans in the securitizations amel properties securing them and indicated thdavesuit
would be brought under the Martin Act. The Compdogs not agree with NYAG's allegations and has
presented defenses to them to NYAG.

Other Litigation

On December 23, 2009, the Federal Home Loan Bardeattle filed a complaint against the Company
and another defendant in the Superior Court ofStla¢e of Washington, styldéederal Home Loan Bank
of Seattle v. Morgan Stanley & Co. Inc., et#he amended complaint, filed on September 28, 2010
alleges that defendants made untrue statementsatetial omissions in the sale to plaintiff of eant
mortgage pass-through certificates backed by gemation trusts containing residential mortgagenka
The total amount of certificates allegedly soldtaintiff by the Company was approximately $233eTh
complaint raises claims under the Washington Sateurities Act and seeks, among other things, to
rescind the plaintiff's purchase of such certifesatOn October 18, 2010, defendants filed a maton
dismiss the action. By orders dated June 23, 201d July 18, 2011, the court denied defendants’
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omnibus motion to dismiss plaintiffs amended coamui and on August 15, 2011, the court denied the
Company’s individual motion to dismiss the amendedhplaint. On March 7, 2013, the court granted
defendants’ motion to strike plaintiff's demand #ojury trial. At December 25, 2014, the currenpaid
balance of the mortgage pass-through certificatéssae in this action was approximately $53, dm t
certificates had not yet incurred actual losseseHaon currently available information, the Company
believes it could incur a loss in this action ughe difference between the $53 unpaid balancbesfet
certificates (plus any losses incurred) and thaiir fnarket value at the time of a judgment agaihst
Company, plus pre- and post-judgment interest, #aab costs. The Company may be entitled to be
indemnified for some of these losses and to anebffsr interest received by the plaintiff prior o
judgment.

On March 15, 2010, the Federal Home Loan Bank af Bancisco filed two complaints against the
Company and other defendants in the Superior Giutie State of California. These actions are dtyle
Federal Home Loan Bank of San Francisco v. Crediss® Securities (USA) LLC, et al., and Federal
Home Loan Bank of San Francisco v. Deutsche Barduriies Inc. et al.,respectively. Amended
complaints filed on June 10, 2010 allege that dddais made untrue statements and material omissions
in connection with the sale to plaintiff of a numb® mortgage pass-through certificates backed by
securitization trusts containing residential moggdoans. The amount of certificates allegedly gold
plaintiff by the Company in these cases was apprately $704 and $276, respectively. The complaints
raise claims under both the federal securities laad California law and seek, among other things, t
rescind the plaintiff's purchase of such certifesatOn August 11, 2011, plaintiff's federal sedesitiaw
claims were dismissed with prejudice. The deferglditd answers to the amended complaints on
October 7, 2011. On February 9, 2012, defendardgsiwlrers with respect to all other claims were
overruled. On December 20, 2013, plaintiff's negfig misrepresentation claims were dismissed with
prejudice. A bellwether trial was scheduled to bhegiJanuary 2015. The Company was not a defendant
in connection with the securitizations at issu¢hiat trial. On May 23, 2014, plaintiff and the dedents

in the bellwether trial filed motions for summangjadication. On October 15, 2014, these motionsewer
denied. On December 29, 2014 and January 13, 204 %lefendants in the bellwether trial informed the
court that they had reached a settlement in pri@aipth plaintiff. At December 25, 2014, the curren
unpaid balance of the mortgage pass-through catéfs at issue in these cases was approximate8; $28
and the certificates had incurred actual lossesapgroximately $7. Based on currently available
information, the Company believes it could incuoss for this action up to the difference betwedsn t
$283 unpaid balance of these certificates (pluslasses incurred) and their fair market value atttime

of a judgment against the Company, or upon sales pte- and post-judgment interest, fees and costs.
The Company may be entitled to be indemnified fume of these losses and to an offset for interest
received by the plaintiff prior to a judgment.

On July 15, 2010, China Development Industrial B&@DIB") filed a complaint against the Company,
styledChina Development Industrial Bank v. Morgan Star@ego. Incorporated et alwhich is pending

in the Supreme Court of the State of New York, Néark County (“Supreme Court of NY”). The
complaint relates to a $275 credit default swapregfcing the super senior portion of the STACK 2006
CDO. The complaint asserts claims for common laaudr fraudulent inducement and fraudulent
concealment and alleges that the Company misragezkéne risks of the STACK 2006-1 CDO to CDIB,
and that the Company knew that the assets badktnG@DO were of poor quality when it entered inte th
credit default swap with CDIB. The complaint seekgpensatory damages related to the approximately
$228 that CDIB alleges it has already lost underdfedit default swap, rescission of CDIB’s obligat

to pay an additional $12, punitive damages, eqldtadlief, fees and costs. On February 28, 2014, th
court denied the Company’s motion to dismiss thmplaint. Based on currently available information,
the Company believes it could incur a loss of umpproximately $240 plus pre- and post-judgment
interest, fees and costs.
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On October 15, 2010, the Federal Home Loan Bankhitago filed a complaint against the Company
and other defendants in the Circuit Court of thatestof lllinois, styledFederal Home Loan Bank
of Chicago v. Bank of America Funding Corporatiérak A corrected amended complaint was filed on
April 8, 2011. The corrected amended complaintgelethat defendants made untrue statements and
material omissions in the sale to plaintiff of amher of mortgage pass-through certificates backed b
securitization trusts containing residential mogegydoans and asserts claims under lllinois law. toked
amount of certificates allegedly sold to plainbif the Company at issue in the action was apprdeima
$203. The complaint seeks, among other thingsesaimd the plaintiff’'s purchase of such certifisate
The defendants filed a motion to dismiss the coeceamended complaint on May 27, 2011, which was
denied on September 19, 2012. On December 13, 204 ourt entered an order dismissing all claims
related to one of the securitizations at issueerAfhat dismissal, the remaining amount of cegtfis
allegedly issued by the Company or sold to pldirtiy the Company was approximately $78. At
December 25, 2014, the current unpaid balanceeofitbrtgage pass-through certificates at issueisn th
action was approximately $54, and the certificit®d not yet incurred actual losses. Based on dlyren
available information, the Company believes it doiicur a loss in this action up to the difference
between the $54 unpaid balance of these certifdgies any losses incurred) and their fair maviattie

at the time of a judgment against the Company, pias and post-judgment interest, fees and costs. T
Company may be entitled to be indemnified for saihthese losses and to an offset for interest vedei
by the plaintiff prior to a judgment.

On July 18, 2011, the Western and Southern Liferbisce Company and certain affiliated companies
filed a complaint against the Company and otheemiddints in the Court of Common Pleas in Ohio,
styledWestern and Southern Life Insurance Company, et dorgan Stanley Mortgage Capital Inc., et
al. An amended complaint was filed on April 2, 2012 atleges that defendants made untrue statements
and material omissions in the sale to plaintiffsceftain mortgage pass-through certificates badked
securitization trusts containing residential mogeg#éoans. The amount of the certificates allegsdly to
plaintiffs by the Company was approximately $158e Bmended complaint raises claims under the Ohio
Securities Act, federal securities laws, and comdaen and seeks, among other things, to rescind the
plaintiffs’ purchases of such certificates. On My 2012, the Morgan Stanley defendants filed aonot

to dismiss the amended complaint, which was dearedugust 3, 2012. The Company filed its answer
on August 17, 2012. The Company filed a motiondommary judgment on January 20, 2015. Trial is
currently scheduled to begin in July 2015. At Debem25, 2014, the current unpaid balance of the
mortgage pass-through certificates at issue in dhteon was approximately $110, and the certifisate
had incurred actual losses of approximately $2 eBam currently available information, the Company
believes it could incur a loss in this action ughe difference between the $110 unpaid balantkesfe
certificates (plus any losses incurred) and thair inarket value at the time of a judgment agaihst
Company, or upon sale, plus pre- and post-judgnestest, fees and costs. The Company may be
entitled to an offset for interest received by paantiff prior to a judgment.

On November 4, 2011, the Federal Deposit Insur&mgoration (“FDIC”), as receiver for Franklin
Bank S.S.B, filed two complaints against the Conypanthe District Court of the State of Texas. Each
was styledFederal Deposit Insurance Corporation as Receivar Franklin Bank, S.S.B v. Morgan
Stanley & Company LLC F/K/A Morgan Stanley & Ccc.land alleged that the Company made untrue
statements and material omissions in connectioh tie sale to plaintiff of mortgage pass-through
certificates backed by securitization trusts canit@j residential mortgage loans. The amount of
certificates allegedly underwritten and sold tangi# by the Company in these cases was approxmat
$67 and $35, respectively. The complaints eactedaidaims under both federal securities law and the
Texas Securities Act and each seeks, among otliegsthcompensatory damages associated with
plaintiff's purchase of such certificates. On JTn@012, the two cases were consolidated. The Caynpa
filed a motion for summary judgment and specialegtions, which was denied in substantial part on
April 26, 2013. The FDIC filed a second amendedsotidated complaint on May 3, 2013. The Company

-43-



filed a motion for leave to file an interlocutorpeal as to the court’s order denying its motion fo
summary judgment and special exceptions, whichdeased on August 1, 2013. On October 7, 2014, the
court denied the Company’s motion for reconsideratdf the court’s order denying its motion for
summary judgment and special exceptions and gratstexotion for reconsideration of the court’s arde
denying leave to file an interlocutory appeal. Oovdimber 21, 2014, the Company filed a motion for
summary judgment, which was denied on February20@5. The Texas Fourteenth Court of Appeals
denied Morgan Stanley’s petition for interlocutcaippeal on November 25, 2014. Trial is currently
scheduled to begin in July 2015.

On April 25, 2012, The Prudential Insurance Compafhtmerica and certain affiliates filed a complain
against the Company and certain affiliates in tbhpe8ior Court of the State of New Jersey, stylbe
Prudential Insurance Company of America, et al.Morgan Stanley, et alOn October 16, 2012,
plaintiffs fled an amended complaint. The amendedplaint alleges that defendants made untrue
statements and material omissions in connectioh tie sale to plaintiffs of certain mortgage pass-
through certificates backed by securitization susbntaining residential mortgage loans. The total
amount of certificates allegedly sponsored, undé&ew and/or sold by the Company is approximately
$1,073. The amended complaint raises claims utdeNew Jersey Uniform Securities Law, as well as
common law claims of negligent misrepresentaticand, fraudulent inducement, equitable fraud, adin
and abetting fraud, and violations of the New Jef¢CO statute, and includes a claim for treble
damages. On March 15, 2013, the court denied tfemdants’ motion to dismiss the amended complaint.
On April 26, 2013, the defendants filed an answethe amended complaint. On January 2, 2015, the
court denied defendants’ renewed motion to disithiessamended complaint. At December 25, 2014, the
current unpaid balance of the mortgage pass-throadificates at issue in this action was approxatya
$605, and the certificates had not yet incurredadbsses. Based on currently available infornmatibe
Company believes it could incur a loss in thisactip to the difference between the $605 unpaianca!

of these certificates (plus any losses incurred)thgir fair market value at the time of a judgmagainst

the Company, plus pre- and post-judgment intefess and costs. The Company may be entitled to be
indemnified for some of these losses and to arebffsr interest received by the plaintiff prior o
judgment.

On April 20, 2011, the Federal Home Loan Bank ofta filed a complaint against the Company and
other defendants in the Superior Court of the Commealth of Massachusetts stylé@deral Home
Loan Bank of Boston v. Ally Financial, Inc. F/K/IMBC LLC et al An amended complaint was filed on
June 29, 2012 and alleges that defendants madaeustitements and material omissions in the sale to
plaintiff of certain mortgage pass-through ceréfies backed by securitization trusts containing
residential mortgage loans. The total amount ofifctes allegedly issued by the Company or sold t
plaintiff by the Company was allegedly $385. Theeaded complaint raises claims under the
Massachusetts Uniform Securities Act, the Massattsi€onsumer Protection Act and common law and
seeks, among other things, to rescind the plamtgtirchase of such certificates. On May 26, 2011,
defendants removed the case to the United StatgsidDiCourt for the District of Massachusetts. On
October 11, 2012, defendants filed motions to disrttie amended complaint, which were granted in par
and denied in part on September 30, 2013. The dafds filed an answer to the amended complaint on
December 16, 2013. Plaintiff has voluntarily disgeid its claims against the Company with respect to
two of the securitizations at issue, such thatrémeaining amount of certificates allegedly issugdHe
Company or sold to plaintiff by the Company is apgmately $358. At December 25, 2014, the current
unpaid balance of the mortgage pass-through aati#fs at issue in this action was approximately, $65
and the certificates had not yet incurred actuakds. Based on currently available information, the
Company believes it could incur a loss in this@ttip to the difference between the $65 unpaidnicala

of these certificates (plus any losses incurred)tanir fair market value at the time of a judgmagainst

the Company, or upon sale, plus pre- and post-jeddrnmterest, fees and costs. The Company may be
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entitled to be indemnified for some of these losmes to an offset for interest received by thenifdi
prior to a judgment.

On September 23, 2013, the plaintiff Mational Credit Union Administration Board v. Monga
Stanley & Co. Inc., et afiled a complaint against the Company and certHiliades in the United States
District Court for the Southern District of New YofThe complaint alleges that defendants made entru
statements of material fact or omitted to stateemtfacts in the sale to the plaintiff of certanortgage
pass-through certificates issued by securitizatiaats containing residential mortgage loans. Tdial t
amount of certificates allegedly sponsored, undéew and/or sold by the Company to plaintiffs was
approximately $417. The complaint alleges causesatbn against the Company for violations of
Section 11 and Section 12(a)(2) of the Securitiesoh 1933, violations of the Texas Securities Aatd
violations of the lllinois Securities Law of 1953dh seeks, among other things, rescissory and
compensatory damages. The defendants filed a mtidsmiss the complaint on November 13, 2013.
On January 22, 2014 the court granted defendardgbmto dismiss with respect to claims arising emd
the Securities Act of 1933 and denied defendantdian to dismiss with respect to claims arising emd
Texas Securities Act and the lllinois Securitiesvlaf 1953. On November 17, 2014, the plaintiff dilen
amended complaint. On December 15, 2014, defendasisered the amended complaint. At December
25, 2014, the current unpaid balance of the moegmss-through certificates at issue in this actias
approximately $208, and the certificates had ireni@ctual losses of $27. Based on currently availab
information, the Company believes it could inculoss in this action up to the difference between th
$208 unpaid balance of these certificates (plusl@sses incurred) and their fair market value atttime

of a judgment against the Company, or upon sales pte- and post-judgment interest, fees and costs.
The Company may be entitled to be indemnified fume of these losses and to an offset for interest
received by the plaintiff prior to a judgment.

On May 3, 2013, plaintiffs ilbeutsche Zentral-Genossenschaftsbank AG et alovgan Stanley et al.
filed a complaint against the Company, certainliatés, and other defendants in the Supreme Cdurt o
NY. The complaint alleges that defendants made maataisrepresentations and omissions in the sale t
plaintiffs of certain mortgage pass-through ceréifes backed by securitization trusts containing
residential mortgage loans. The total amount diftetes allegedly sponsored, underwritten andfid

by the Company to plaintiff was approximately $6%#e complaint alleges causes of action against the
Company for common law fraud, fraudulent conceabneriding and abetting fraud, negligent
misrepresentation, and rescission and seeks, aotbagthings, compensatory and punitive damages. On
June 10, 2014, the court denied defendants’ mdtotismiss. On July 10, 2014, the Company filed a
renewed motion to dismiss with respect to two fiedties at issue in the case. On August 4, 20&imsl
regarding two certificates were dismissed by sépah. After these dismissals, the remaining amadint
certificates allegedly issued by the Company od gol plaintiff by the Company was approximately
$644. On October 13, 2014, the Company filed itsnaeam to the complaint. At December 25, 2014, the
current unpaid balance of the mortgage pass-throadificates at issue in this action was approxatya
$294, and the certificates had incurred actualelss approximately $79. Based on currently avéglab
information, the Company believes it could inculoss in this action up to the difference betweean th
$294 unpaid balance of these certificates (plusl@sses incurred) and their fair market value atttime

of a judgment against the Company, or upon sales pte- and post-judgment interest, fees and costs.
The Company may be entitled to be indemnified tne of these losses.

On February 14, 2013, Bank Hapoalim B.M. filed anptaint against the Company and certain affiliates
in the Supreme Court of NY, styl&hnk Hapoalim B.M. v. Morgan Stanley et'Bhe complaint alleges
that defendants made material misrepresentatiods camissions in the sale to plaintiff of certain
mortgage pass-through certificates backed by demation trusts containing residential mortgage
loans. The total amount of certificates allegegigrsored, underwritten and/or sold by the Company t
plaintiff was approximately $141. The complaintegits causes of action against the Company for
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common law fraud, fraudulent concealment, aiding ahetting fraud, and negligent misrepresentation,
and seeks, among other things, compensatory antveudamages. On April 22, 2014, the defendants’
motion to dismiss was denied in substantial pantAQgust 29, 2014, the Company filed its answehé&o
complaint, and on September 18, 2014, the Compitey & notice of appeal from the ruling denying
defendants’ motion to dismiss. At December 25, 2@id current unpaid balance of the mortgage pass-
through certificates at issue in this action wasraximately $72, and the certificates had not getirred
actual losses. Based on currently available inftionathe Company believes it could incur a losthis
action up to the difference between the $72 unpaldnce of these certificates (plus any lossesiiedy

and their fair market value at the time of a judgtnagainst the Company, or upon sale, plus pre- and
post-judgment interest, fees and costs.

Note 12 — Sales and Trading Activities

Sales and Trading

The Company conducts sales, trading, financing raatket-making activities on securities and futures
exchanges and in OTC markets around the world. Cbmpany’s Institutional Securities sales and
trading activities comprise Equity Trading; Fixedcdme and Commodities; Clients and Services;
Research; and Investments.

The Company’s trading portfolios are managed withieav toward the risk and profitability of the
portfolios. The following is a discussion of thetum@ of the equities and fixed income activities
conducted by the Company, including the use ofvdéxie products in these businesses, and the
Company’s primary risks: market risk, credit rigkdaoperational risk policies and procedures cogerin
these activities.

Equities

The Company acts as a principal (including as aketanaker) and agent in executing transactions
globally in equity and equity-related products,limitng common stock, American Depositary Receipts
(“ADRs"), global depositary receipts and exchangeld funds.

The Company’s equity derivatives sales, trading amatket-making activities cover equity-related
products globally, including equity swaps, optiomsyrrants and futures overlying individual secesfi
indices and baskets of securities and other egeltited products. The Company also issues and naakes
principal market in equity-linked products to imstional and individual investors.

Fixed Income

The Company trades, invests and makes marketsad fncome securities and related products glopally
including, among other products, investment and-ingastment grade corporate debt, distressed debt,
U.S. and other sovereign securities, emerging nhdr&ads, convertible bonds, collateralized debt and
loan obligations, credit, currency, interest ratel ather fixed income-linked notes, securities essby
structured investment vehicles, mortgage-relatat gther asset-backed securities, municipal seesyiti
preferred stock and commercial paper, money-markdtother short-term securities. The Company is a
primary dealer of U.S. federal government secwitiad a member of the selling groups that diseibut
various U.S. agency and other debt securities.

The Company trades, invests and makes marketsllylabéisted futures.

The Company trades, invests and makes marketsjior fioaeign currencies, such as the British pound,
Canadian dollar, Euro, Japanese yen and Swiss, femnwell as in emerging markets currencies. The
Company trades these currencies on a principas lbasine spot, forward, option and futures markets.
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Through the use of repurchase and reverse rep@rctasements, the Company acts as an intermediary
between borrowers and lenders of short-term fumdspaovides funding for various inventory positions

In addition, the Company engages in principal sgearlending with clients, institutional lenderaca
other broker-dealers.

Risk Management

The Company'’s risk management policies and relptededures are aligned with those of the Ultimate
Parent and its other consolidated subsidiariess@ pelicies and related procedures are administered
coordinated global and legal entity basis with ad&stion given to the Company’s specific capitadl a
regulatory requirements.

Risk is an inherent part of the Company’s busiress activities. Management believes effective risk
management is vital to the success of the Compdnysiess activities. Accordingly, the Company has
policies and procedures in place to identify, asse®nitor and manage the significant risks invdlire

the activities of its business and support fungiofihe Company’s ability to properly and effectvel
identify, assess, monitor and manage each of thieugatypes of risk involved in its activities igtical

to its soundness and profitability. The cornerstohthe Company’s risk management philosophy is the
execution of risk-adjusted returns through prudési-taking that protects the Company’s capitalebas
and franchise. Five key principles underlie thisilgdophy: comprehensiveness, independence,
accountability, defined risk tolerance and transpay. The fast-paced, complex, and constantly-évglv
nature of global financial markets requires tha @ompany maintain a risk management culture that i
incisive, knowledgeable about specialized prodactd markets, and subject to ongoing review and
enhancement. To help ensure the efficacy of riskagament, which is an essential component of the
Company’s reputation, senior management requiresotiygh and frequent communication and the
appropriate escalation of risk matters.

Market Risk

Market risk refers to the risk that a change in lianel of one or more market prices, rates, indices
implied volatilities (the price volatility of the nderlying instrument imputed from option prices),
correlations or other market factors, such as ntaligeidity, will result in losses for a positionr o
portfolio. Generally, the Company incurs marketkrigzs a result of trading, investing and client
facilitation activities, principally within the Itisutional Securities business segment where thetaatial
majority of the Company’s market risk exposureaserated.

Sound market risk management is an integral pathefCompany’s culture. The various business units
trading desks are responsible for ensuring thatkebaiisk exposures are well-managed and prudent.
Market risk is also monitored through various measu using statistics; by measures of position
sensitivity; and through routine stress testingiciwhmeasures the impact on the value of existing
portfolios of specified changes in market fact@sg scenario analyses conducted in collaboratidim wi
business units.

Credit Risk

Credit risk refers to the risk of loss arising wheerborrower, counterparty or issuer does not niset i
financial obligations. The Company primarily incun®dit risk exposure to institutions and indivittua
This risk may arise from a variety of business\dtitis, including, but not limited to, entering dnt
derivative contracts under which counterpartiesehabligations to make payments to the Company;
extending credit to clients; providing funding thatsecured by physical or financial collateral w0
value may at times be insufficient to cover thenloapayment amount; and posting margin and/or
collateral to counterparties. This type of risk uiegs credit analysis of specific counterpartiesthb
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initially and on an ongoing basis. The Company atenirs credit risk in traded securities and whgreb
the value of these assets may fluctuate based aliva@ or expected defaults on the underlying
obligations or loans.

The Company has structured its credit risk manageérfnamework to reflect that each of its businesses
generate unique credit risks, and establishesipeadb evaluate, monitor and control credit risgasure
both within and across business segments. The Qomisaresponsible for ensuring transparency of
material credit risks, ensuring compliance wittablshed limits, approving material extensions refdd,

and escalating risk concentrations to approprietes management. The Company’s credit risk exmgosur
is managed by credit professionals and risk coreestithat monitor risk exposures, including margin
loans and credit sensitive, higher risk transasti@ee Note 5 for a discussion of Concentratiok.Ris

Operational Risk

Operational risk refers to the risk of financial @her loss, or damage to a firm’s reputation, ltesy
from inadequate or failed internal processes, geapistems, or from external events (e.g., fraeghll
and compliance risks or damage to physical assetg).Company may incur operational risk across the
full scope of its business activities, includingggaue-generating activities (e.g., sales and tggdamd
control groups (e.g. information technology anddérgprocessing). As such, the Company may incur
operational risk in each of its divisions.

The goal of the operational risk management framkwsto establish Company-wide operational risk
standards related to risk measurement, monitorind management. Operational risk policies are
designed to reduce the likelihood and/or impacbpérational incidents as well as to mitigate legal,
regulatory, and reputational risks.

Customer Activities

The Company’s customer activities involve the execy settlement and financing of various secsitie
and commodities transactions on behalf of custonf@ustomer securities activities are transacted on
either a cash or margin basis. Customer commodititigities, which include the execution of custome
transactions in commodity futures transactionsligiog options on futures), are transacted on amar
basis.

The Company’s customer activities may expose ibftebalance sheet credit risk. The Company may
have to purchase or sell financial instrumentsravaling market prices in the event of the failofea
customer to settle a trade on its original termsnothe event cash and securities in customer margi
accounts are not sufficient to fully cover custonhesses. The Company seeks to control the risks
associated with customer activities by requiringtomers to maintain margin collateral in compliance
with various regulations and Company policies.

Note 13 - Employee Stock-Based Compensation Plans

Eligible employees of the Company participate irvesal of the Ultimate Parent's stock-based
compensation plans.

Restricted Stock Units
The Ultimate Parent has granted restricted stogkawards (“RSUSs”) pursuant to several stock-based
compensation plans. The plans provide for the dalfesf a portion of certain employees’ incentive

compensation with awards made in the form of reisi common stock or in the right to receive
unrestricted shares of common stock in the futAsgards under these plans are generally subject to
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vesting over time contingent upon continued emplkaymand to restrictions on sale, transfer or
assignment until the end of a specified period egally one to three years from date of grant. Alao
portion of an award may be canceled if employmenterminated before the end of the relevant
restriction period. All or a portion of a vestedaa also may be canceled in certain limited situreg;
including termination for cause during the relevasstriction period. Recipients of RSUs may have
voting rights, at the Ultimate Parent’s discretiand generally receive dividend equivalents. The
Ultimate Parent determines the fair value of RShkebl on the grant-date fair value of its commoaoksto
measured as the volume-weighted average priceeotate of grant.

Performance-Based Stock Units

The Ultimate Parent has awarded performance-béase#l anits (“PSUs”) to certain senior executives.
PSUs with non-market performance conditions areiaclbased on the grant-date fair value of the
Ultimate Parent’s common stock, measured as themeiweighted average price on the date of grant.
PSUs with market-based conditions are valued uaiipnte Carlo valuation model. These PSUs will
vest and convert to shares of common stock at rikdeoé the performance period only if the Ultimate
Parent satisfies predetermined performance andengdals over the three-year performance period tha
began on January 1 of the grant year and ends ykaas later on December 31. Under the terms of the
award, the number of PSUs that will actually vasd aonvert to shares will be based on the extent to
which the Ultimate Parent achieves the specifiafbpmance goals during the performance perk@U
awards have vesting, restriction and cancellatimvipions that are generally similar to those ie th
Ultimate Parent’'s RSUs.

Stock Options

The Ultimate Parent has granted stock option awamdsuant to several stock-based compensation.plans
The plans provide for the deferral of a portionceftain key employees’ incentive compensation with
awards made in the form of stock options genertalying an exercise price not less than the fairevaf

the Ultimate Parent's common stock on the daterahtg Such stock option awards generally become
exercisable over a three-year period and expire fiv 10 years from the date of grant, subject to
accelerated expiration upon termination of emplaytn8tock option awards have vesting, restrictioa a
cancellation provisions that are generally simitarthose in RSUs. The fair value of stock optioss i
determined using the Black-Scholes valuation meael the single grant life method. Under the single
grant life method, option awards with graded vegtire valued using a single weighted-average eggect
option life.

Note 14 - Employee Benefit Plans

MSDHI provides various retirement plans for the onigy of its U.S. and certain non-U.S. employees.
The Company provides certain other postretiremenebts, primarily health care and life insuranice,
eligible U.S. employees. The Company also provm&ain postemployment benefits to certain former
employees or inactive employees prior to retirement

Pension and Other Postretirement Plans

Substantially all of the U.S. employees of the Campwho were hired before July 1, 2007 are covered
by a non-contributory, defined benefit pension daat is qualified under Section 401(a) of the in&
Revenue Code (the “Qualified Plan”). Unfunded sapmntary plans (the “Supplemental Plans”) cover
certain executives. These pension plans generatlyige pension benefits that are based on each
employee’s years of credited service and on congtemslevels specified in the plans. The Company’s
policy is to fund at least the amounts sufficiamtrieet minimum funding requirements under applieabl
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employee benefit and tax laws. Liabilities for bisgpayable under the Supplemental Plans are adcru
by the Company and are funded when paid to thacpmts and beneficiaries. The Qualified Plan
ceased future benefit accruals after December®i).2

In 2014, the Morgan Stanley Supplemental Execuiletirement and Excess Plan (the “SEREP”) was
amended to cease accrual of benefits. Any benefitsed by participants under the SEREP prior to
October 1, 2014 will be payable in the future basedhe SEREP’s provisions. The amendment did not
have a material impact on the Company’s consoliistatement of financial condition.

The Company also has an unfunded postretiremermfib@an that provides medical and life insurance
for eligible retirees and medical insurance forirtidependents. Effective October 31, 2014, the Morg
Stanley Medical Plan was amended to change théhheale plans offered after December 31, 2014 for
retirees who are Medicare-eligible and age 65 derlThe amendment did not have a material impact o
the Company’s consolidated statement of finan@abdion.
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Benefit Obligation and Funded Status

The following table provides a reconciliation oktibhanges in the benefit obligation and fair vadtie

plan assets for 2014 as well as the funded stafDe@mber 31, 2014:

Reconciliation of benefit obligation:

Benefit obligation at December 31, 2013
Service cost

Interest cost

Actuarial gain

Plan amendments

Plan curtailments

Change in mortality assumptiofts
Benefits paid

Benefit obligation at December 31, 2014

Reconciliation of fair value of plan assets:

Fair value of plan assets at December 31, 2013
Actual return on plan assets

Employer contributiortd

Benefits paid

Fair value of plan assets at December 31, 2014
Funded status:

Funded (unfunded) status at December 31, 2014

Pension Postretirement
$ 2918 $ 128
1 2
139 5
445 5
- (64)
1) -
203 4
(203) (5)
$ 3,502 $ 75
$ 2502 $ -
745 -
215 5
(203) (5)
$ 3,259 $ -
$ (243) $ (75)

™ Amounts represent adoption of new mortality talpleslished by the Society of Actuaries in Octobet£20

@ In December 2014, an elective $200 contribution masle to the U.S. Qualified Plan, primarily to effghe increase in liability

due to the Plan’s adoption of new mortality tables.

The following tables present a summary of the fuhstatus at December 31, 2014.

Amounts recognized in the Company's consolidataistent of financial condition at December

31, 2014 consist of:

Assets
Liabilities
Net amount recognized
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Pension Postretirement
143  $ -
(386) (75)
(243) $ (75)




Amounts recognized in accumulated other compretierisss at December 31, 2014 consist of:

Pension Postretirement
Prior service credit $ - $ (61)
Net loss (gain) 772 (5)
Net loss (gain) recognized $ 772 $ (66)

The accumulated benefit obligation, for all defirmhefit pension plans, was $3,502 as of Deceniber 3
2014.

The following table contains information for pensiplans with projected benefit obligations in exces
the fair value of plan assets at December 31, 2014:

Projected benefit obligation $ 386
Fair value of plan assets $ -

The following table contains information for pensiglans with accumulated benefit obligations inesec
of the fair value of plan assets at December 31420

Accumulated benefit obligation $ 386
Fair value of plan assets $ -

The following table presents the weighted averaggaimptions used to determine benefit obligations at
December 31, 2014:

Pension Postretirement
Discount rate 4.04% 3.69%
Rate of future compensation increases N/A N/A

N/A - Not applicable.

The discount rates used to determine the bendfgations for the Qualified Plan and the postretiesmt
plan were selected by the Company, in consultaticth its independent actuary, using a pension
discount yield curve based on the characteristicshe plans, each determined independently. The
pension discount yield curve represents spot digtcgields based on duration implicit in a repreatiné
broad-based Aa-rated corporate bond universe bfdpmlity fixed income investments.

The following table presents assumed health case tcend rates used to determine the postretirement
benefit obligation at December 31, 2014:

Health care cost trend rate assumed for next year:

Medical 6.88-7.23%

Prescription 7.87%
Rate to which the cost trend rate is assumeddiinge(ultimate trend rate) 4.50%
Year that the rate reaches the ultimate trend rate 2029

Assumed health care cost trend rates can haven#icagt effect on the amounts reported for the
Company’s postretirement benefit plan. A one-petamgs point change in the rates would not have a
significant impact to the Company’s postretiremeanvice and interest cost for 2014, and would msee
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or decrease the Company’s postretirement benefigailton at December 31, 2014 by $3 or $2,
respectively.

No impact of the Medicare Prescription Drug, Immment and Modernization Act of 2003 has been
reflected in the Company’s consolidated statemérinancial condition as Medicare prescription drug
coverage was deemed to have no material effedte@@dmpany’s postretirement benefit plan.

Qualified Plan Asset Allocation

The Qualified Plan uses a combination of active @sidcontrolled fixed income investment strategies
The fixed income asset allocation consists primaoil fixed income securities and related derivative
instruments designed to approximate the expectset ftaws of the plan’s liabilities in order to help
reduce plan exposure to interest rate variation tandetter align assets with obligations. The longe
duration fixed income allocation is expected tophgtotect the plan’s funded status and maintain the
stability of plan contributions over the long run.

Derivative instruments are permitted in the QuadifPlan’s investment portfolio only to the extdmitt
they comply with all of the plan’s investment pgliguidelines and are consistent with the plan’s aisd
return objectives. In addition, any investment emidatives must meet the following conditions:

. Derivatives may be used only if they are deemgethb investment manager to be more
attractive than a similar direct investment ia tmderlying cash market or if the vehicle is being
used to manage risk of the portfolio.

. Derivatives may not be used in a speculative raaonto leverage the portfolio under
any circumstances.

. Derivatives may not be used as short-term tradatdcles. The investment philosophy
of the Qualified Plan is that investment activgyundertaken for long-term investment rather
than short-term trading.

. Derivatives may be used in the management oQtnified Plan’s portfolio only when
their possible effects can be quantified, showerioance the risk-return profile of the portfolio,
and reported in a meaningful and understandablaeran

As a fundamental operating principle, any reswoitsi on the underlying assets apply to a respective
derivative product. This includes percentage atiooa and credit quality. Derivatives are used lgdiar
the purpose of enhancing investment in the undeglgissets and not to circumvent portfolio restritdi

Plan assets are measured at fair value using i@utechniques that are consistent with the vabuati
techniques applied to the Company’s major categasfeassets and liabilities as described in Note 4.
Quoted market prices in active markets are thededence of fair value and are used as the basihé
measurement, if available. If a quoted market pscevailable, the fair value is the product of tlienber

of trading units multiplied by the market price.afquoted market price is not available, the edénoé
fair value is based on the valuation approachesntlaaimize use of observable inputs and minimize us
of unobservable inputs.

The fair value of OTC derivative contracts is dedvprimarily using pricing models, which may reguir
multiple market input parameters. Derivative coctsaare presented on a gross basis prior to cash
collateral or counterparty netting. Derivatives sish of investments in interest rate swap contraots

are categorized as Level 2 of the fair value ha@rar
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Commingled trust funds are privately offered fursdmilable to institutional clients that are regetht
supervised, and subject to periodic examinatioraby.S. federal or state agency. The trust must be
maintained for the collective investment or reirient of assets contributed to it from U.S tax djeal
employee benefit plans maintained by more thanemgloyer or controlled group of corporations. The
sponsor of the commingled trust funds values timel§SUNAV based on the fair value of the underlying
securities. The underlying securities of the congiad trust funds consist of mainly long-duratioxefi
income instruments. Commingled trust funds thatradeemable at the measurement date or in the near
future are categorized in Level 2 of the fair valhierarchy; otherwise they are categorized in L&vef

the fair value hierarchy.

The following table presents the fair value of tiet pension plan assets at December 31, 2014. There
were no transfers between levels during 2014.

Quoted Prices

in Active
Markets for Significant Significant
Identical Observable  Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
Assets:
Investments:
U.S. government and agency securities
U.S. Treasury securities $ 1332 $ - $ - $ 1,332
U.S. agency securities - 265 - 265
Total U.S. government and agency
securities 1,332 265 - 1,597
Corporate and other debt:
State and municipal securities - 2 - 2
Collateralized debt obligations - 62 - 62
Total corporate and other debt - 64 - 64
Derivative contractd - 292 - 292
Derivative-related cash collateral
receivable - 2 - 2
Commingled trust fund® - 1,432 - 1,432
Total investments 1,332 2,055 - 3,387
Receivables:
Other receivablé8 - 27 - 27
Total receivables - 27 - 27
Total assets $ 1,332 $ 2,082 $ - 3 3,414
Liabilities:
Derivative contractd $ - $ 33 $ - % 33
Derivative-related cash collateral payable - 2 - 2
Other liabilities™ - 120 - 120
Total liabilities - 155 - 155
Net pension assets $ 1332 % 1,927 $ - $ 3,259

@
()
[©)
)

Other receivables and other liabilities are valaetheir carrying value, which approximates failuea

Derivative contracts in an asset position condigtv®@stments in interest rate swaps of $292.

Commingled trust funds consist of investmentsediincome funds and money market funds of $1,280$452, respectively.
Derivative contracts in a liability position cortsig investments in interest rate swaps of $33.
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Morgan Stanley 401(k) Plan

U.S. employees meeting certain eligibility requisgnts may participate in the Morgan Stanley 401(k)
Plan. Eligible U.S. employees receive discretionddg (k) matching cash contributions as determined
annually by the Company. For 2014, the Company naadellar for dollar Company match up to 4% of
eligible pay, up to the Internal Revenue Servid®R$") limit. Matching contributions for 2014 were
allocated according to participants’ current inweestt direction. Eligible U.S. employees with eligib
pay less than or equal to one hundred thousandrddlso receive a fixed contribution under the(kK01
Plan that equals to 2% of eligible pay. A transitemntribution is allocated to participants whoeiged a
2010 accrual in the Qualified Plan or a 2010 ratgat contribution in the 401(k) Plan and who met
certain age and service requirements at Decemh&030.

Other Postemployment Benefits

Postemployment benefits may include, but are noitéd to, salary continuation, severance benefits,
disability-related benefits, and continuation oalie care and life insurance coverage provideatmér
employees or inactive employees after employmentkéore retirement. The postemployment benefit
obligations were not material at December 31, 2014.

Note 15 - Income Taxes

The Company is included in the consolidated fedarabme tax return filed by the Ultimate Parent.
Federal income taxes have been provided on a depanaty basis in accordance with the Tax Sharing
Agreement with the Ultimate Parent. The Companindétuded in the combined state and local income
tax returns with the Ultimate Parent and certalreosubsidiaries of the Ultimate Parent. Statelaoal
income taxes have been provided on separate emtibyne at the effective tax rate of the Company’s
combined filing group.

In accordance with the terms of the Tax Sharinge&grent with the Ultimate Parent, substantially all
current and deferred taxes (federal, combined anighry state) are offset with all other intercompan
balances with the Ultimate Parent.

Income Tax Examinations

The Company, through its inclusion in the returrihagf Ultimate Parent, is under continuous exanonati
by the IRS and other tax authorities in certairtestan which the Company has significant business
operations, such as New York. The Company is ctlyremder review by the IRS Appeals Office for the
remaining issues covering tax years 1999 — 2005 sl substantially completed the IRS field
examination for the audit of tax years 2006 — 20880, the Company is currently at various levedls o
field examination with respect to audits by New K@tate and New York City for tax years 2007 —
2009.

The Company believes that the resolution of thesentatters will not have a material effect on the

Company’s consolidated statement of financial cimwlj although a resolution could have a material

impact on the Company’s effective income tax rateany period in which such resolution occurs. The

Company has established a liability for unrecogniteex benefits that the Company believes is adequat
in relation to the potential for additional assessta. Once established, the Company adjusts
unrecognized tax benefits only when more informmaigoavailable or when an event occurs necesditatin

a change.
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The Company periodically evaluates the likelihoddagssessments in each taxing jurisdiction resulting
from the expiration of the applicable statute afitations or new information regarding the statfis o
current and subsequent years’ examinations. Asgbdhie Company’s periodic review, federal andestat
unrecognized tax benefits were released or remegsur

It is reasonably possible that significant chanigethe gross balance of unrecognized tax benefadg m
occur within the next 12 months related to certai authority examinations referred to above. A¢ th
time, however, it is not possible to reasonablynegte the expected change to the total amount of
unrecognized tax benefits and impact on the Conipagfiective tax rate over the next 12 months.

The following are the major tax jurisdictions in s the Company and its affiliates operate and the
earliest tax year subject to examination.

Jurisdiction Tax Year
United States 1999
New York State and City 2007

Note 16 — Requlatory Capital and Other Requirements

MS&Co. is a registered broker-dealer and registéodares commission merchant and, accordingly, is
subject to the minimum net capital requirementthefSEC and the CFTC. Under these rules, MS&Co. is
required to maintain minimum Net Capital, as dalineder SEC Rule 15¢3-1, of not less than the great
of 2% of aggregate debit items arising from customnansactions, plus excess margin collateral on
reverse repurchase agreements or the CFTC ruiegsthe risk based requirement represents the gum o
8% of customer risk maintenance margin requireraedt8% of non customer risk maintenance margin
requirement, as defined. At December 31, 2014, M&&Net Capital was $6,593 which exceeded the
SEC minimum requirement by $4,928.

The Financial Industry Regulatory Authority may wag a member firm to reduce its business if net
capital is less than 4% of such aggregate delitsitend may prohibit a firm from expanding its besk
if net capital is less than 5% of such aggregakst dlems.

MS&Cao. is required to hold tentative net capitakkcess of $1,000 and Net Capital in excess of $500
accordance with the market and credit risk starslafdAppendix E of Rule 15¢3-1. MS&Co. is also
required to notify the SEC in the event that itstaéive net capital is less than $5,000. At Decendie
2014, MS&Co. had tentative net capital in exceshefminimum and the notification requirements.

Advances to the Ultimate Parent and its affiliatesjpayment of subordinated liabilities, dividend
payments and other equity withdrawals are subgecettain notification and other provisions of BEC
Net Capital rule.

As of December 31, 2014, MS&Co. performed the carmmens for the assets in the proprietary accounts
of its brokers (commonly referred to as “PAB”) attd customer reserve computation set forth under
SEC Rule 15¢3-3 (Customer Protection).

As of December 31, 2014, MS&Co. met the criteriafegh under the SEC’s Rule 11(a)(1)(G)(i), traglin

by members of Exchanges, Brokers and Dealers, satiterefore in compliance with the business mix
requirements.
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The Dodd-Frank Act requires the registration of dpwdealers” and “major swap participants” with the
CFTC and “security-based swap dealers” and “magmusty-based swap participants” with the SEC
(collectively, “Swaps Entities”). The Company waoysionally registered with the CFTC as a swap
dealer effective December 31, 2012.

Note 17 — Subsequent Events

The Company has evaluated subsequent events fostadnt to or disclosure in the consolidated
statement of financial condition through the datehes report and the Company has not identifieg an
recordable or disclosable events, not otherwiserteg in the consolidated statement of financial
condition or the notes thereto, except for theofsihg:

On February 25, 2015 the legal accrual was inctebyge$2,799 as of December 31, 2014, for the Civil
Division legal matter and certain other legacy destial mortgage matters (See Note 11). The Civil
Division and related legal matters were considdmede a recognizable subsequent event requiring
adjustment to the Company’s December 31, 2014 d¢idased statement of financial condition under

U.S. GAAP.

kkkkkk

A copy of our December 31, 2014 consolidated statgrof financial condition filed pursuant to Rule
17a-5 of the Securities Exchange Act of 1934 iglabte for examination at the New York Office ofth

Securities and Exchange Commission or at our graicoffice at 1585 Broadway, New York, N.Y.
10036.

A copy of this Morgan Stanley & Co. LLC Consolida&tatement of Financial Condition can be viewed

online at the Morgan Stanley website at:
http://www.morganstanley.com/about/ir/shareholdeviganstanley_co_llc.pdf
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